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K900: Certified to deliver a quieter cabin and a smoother, better overall ride than the Audi A8 4.0T, 
BMW 750i and Lexus LS 460. 


The Kia K900 was specifically designed to elevate the driving experience to a new level of luxury — one that even our most esteemed 


competitors have yet to achieve. 


With a high-strength tensile steel structure and multi-link, fully independent front and rear suspension, the K900 delivers one 
of the smoothest rides available. It also silences the road with a foam-padded, sound-insulated cabin and laminated window glass. 
Because sometimes the most luxurious sound is nothing at all. Challenge the luxury you know.” 


kia.com/K900 
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Being Everywhere 
Allthe Time 


BY LEWIS D’VORKIN 


I learned many lessons during my eight years at AOL, 
none bigger than this: Don’t let any measure of success 
blind you to what’s in front of your face. In the early 2000s 
AOL raked in the dial-up dollars. Broadband? Who had 
time for that? Especially when celebratory hallway charts 
chronicled the power and profitability of the mighty nar- 
rowband subscriber. It took a string of CEOs to overcome 
the hubris. Today the next revolution is here: the march 
from desktop to smartphone. News executives—and jour- 
nalists, too—would do well not to repeat AOL’s blunder. 

Mobile First is the rallying cry for news outlets trying 
to prove they get the future. For most it’s little more than 
a catchy marketing line, especially given the ad industry’s 
mobile paralysis. Smaller screens confound agencies and 
marketers weaned on page-size magazine ads and bounc- 
ing pixels that fill boxes on desktop screens. 

Knowing that reality, I turned to Mary Meeker’s new- 
est extravaganza: everything about the Internet in 164 
slides. I focused on the well-known analyst’s smartphone 
statistics: 

* There are 5.3 billion global phone users (roughly ten 
times more than tablets). Only 30% have smartphones (the 
average price per unit is $335, down $100 in two years). 

* Mobile accounted for 25% of global Web usage, up 
from 14% a year ago. In the U.S. it was 19%, up from 11%. 

* Global Internet advertising totaled $113 billion in 
2013, up 16% from the year before. Mobile advertising 
accounted for 11% of that, up 47%. 

¢ U.S. consumers spend 20% of their time on mobile, 
which gets only 4% of ad spending. (They spend 5% of 
their time on print, which gets 19% of advertising.) 

¢ The mobile share of time spent on online video rose 
to 22% last year from 12% the year earlier. 

Wary of catchphrases, we talk in terms of Everywhere 
First: What’s a magazine cover story on smartphones? 
What does conference content look like in the maga- 
zine, and how do you change it for an app? How do you 
integrate premium newsletters and e-books into story 
streams? Now that we’re leaders in the native advertising 
space, how does content marketing play a deeper role in 
our magazine—and on the mobile, social, visual Web2 

I do know this. Everyone at FORBES is careful not 
to get comfortable with our successes so far. There’s too 
much to do to keep up with the pace of change. @ 
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“With all thy getting, get understanding” 











WEAK US. 
MEANS TERRIBLE TROUBLE 


BY STEVE FORBES, EDITOR-IN-CHIEF 


ONE HUNDRED years ago this 
summer the assassination in the 
Balkans of the heir to the Austro- 
Hungarian throne, Archduke Franz 
Ferdinand, set off a chain of events 
that led to the greatest human- 
caused cataclysm in history. 

The Great War, what Winston 
Churchill rightly called Armaged- 
don, should never have happened. 
But it did, and because it did we 
should be concerned at how events 
are unfolding around the world today. Un- 
like WWIL, the First World War didn’t occur 
through premeditated Hitler-like aggression. 
One thing led to another, hideous missteps 
were made and manifold unimaginable hor- 
rors ensued. 

China, Russia and terrorists truly believe 
that the U.S. today is a declining power, that 
the financial crisis demonstrated basic flaws in 
free-market economics and that our political tur- 
moil is evidence of America’s inability to get any 
serious structural changes made. In their minds 
we are a continent-size Belgium, with a shrink- 
ing military and no appetite to engage with the 
world. Much of the same trope was around dur- 
ing the malaise-ridden 1970s, but at least in those 
days we didn’t have a President whose core ide- 
ology is that U.S. involvement in the world has 
been a force and source for all sorts of evil things 
and that the more isolationist we are, the better. 
Obama’s unshakable belief in this is stunningly 
wrong, ahistorical and genuinely dangerous. 

China’s growing belligerence after 2008 
with Japan, the Philippines, Vietnam and 
others would never have surfaced if Beijing 
thought we were the Reaganesque U.S. of 
yore. Nor would Vladimir Putin be moving so 





quickly and aggressively to create a 
new Russian empire to replace the 
collapsed U.S.S.R. Nor would Iran 
be moving so impudently forward 
on developing nuclear weapons. Nor 
would Saudi Arabia and Iran be ona 
collision course in a collapsing Iraq. 

It is in just such an environment 
that an unplanned crisis might erupt 
and fateful miscalculations emerge. 
The world will be an infinitely more 
unsafe, more precarious place if 
Japan, South Korea, Saudi Arabia, Turkey, Iran 
and others come to possess nuclear weapons. 

Profound 1930s-style ignorance of econom- 
ics and, in particular, monetary policy is anoth- 
er volatile factor that will be a source of subpar 
growth and new crises. 





Rescuing Ukraine 


Ukraine has a new democratically elected 
government that faces the immense task of pre- 
venting an economic free fall. Vladimir Putin is 
counting on economic chaos to reestablish Mos- 
cow’s control over Ukraine. His machinations 
in the eastern part of the country have hit snags 
following his seizure of Crimea. But this former 
secret police agent knows how to bide his time 
while letting events create new opportunities. 
Unfortunately, bad economic advice from 
the IMF may do just that for the master of the 
Kremlin. Two months ago Ukraine’s beleaguered 
interim government signed a desperate deal with 
the IMF to get badly needed monetary help. 
Kiev received $3 billion right away, with access 
to as much as $14 billion more over the next two 
years. Alas, the deal’s terms were typical IMF 
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antigrowth nostrums and encap- 
sulate all the bad economic dogma 
that’s plaguing the world today. 

As discussed in my new book, 
coauthored with Elizabeth Ames, 
Money: How the Destruction of the 
Dollar Threatens the Global Econo- 
my—and What We Can Do About It 
(McGraw-Hill, $28), the most criti- 
cal factor in enabling an economy to 
achieve vigorous, sustainable growth 
is asound currency. Even if a country 
gets its policies right regarding taxes, 
spending, the rule of law and regula- 
tions, it will flounder if its money is 
soft. Money measures value the way 
aclock measures time. When Brit- 
ain 300 years ago fixed its pound to 
gold, the Sceptred Isle vaulted from 
a second-tier power to the mightiest 
nation the world had ever seen. In the 
early 1790s the U.S. put itself on the 
road to surpassing Britain when our 
first Treasury Secretary, Alexander 
Hamilton—with George Washington’s 
vigorous approval—linked the dollar 
to gold. This link, coupled with fiscal 
reforms, turned the U.S. from a junk 
bond nation into one with a triple-A 
credit rating. The U.S. became an ir- 
resistible magnet for foreign capital 
and the catalyst for ever-growing 
capital creation here at home. 

Yet the IMF ignores the link 
between gold and a sound curren- 
cy. Here’s what the agency’s head 
declared in announcing the Ukraine 
deal: “The program focuses on main- 
taining a flexible exchange rate to 
restore competitiveness,” which is 
Keynesian-speak for further devalu- 


ation of the already weak hryvnia. 
Argentina has been following such an 
approach for a century and has gone 
from being one of the world’s richest 
economies to one of increasing pov- 
erty and economic stagnation. 

In a painful display of its econom- 
ic illiteracy the IMF also said that 
Ukraine should push for “domestic 
price stability,” as if Ukraine were in 
a separate universe from the rest of 
the world. In other words, Kiev could 
trash the value of the hryvnia to 
make its exports “more competitive” 
while maintaining a sound hryvnia at 
home. Every country that’s tried that 
impossible trick has ended up with a 
punk economy of subpar growth. 

Needless to say, the IMF pushed 
for “revenue enhancements,” a eu- 
phemism for tax increases. Just what 
a struggling economy doesn’t need. 

We can only hope that Ukraine’s 
new president, Petro Poroshenko, 
can see through this destructive non- 
sense and institute a currency board 
that will fix the hryvnia to the dollar 
or the euro, which would perma- 
nently stop its slide. He should also 
enact lower taxes a la Hong Kong, 
Singapore and Switzerland. 

Putin is counting on the IMF’s eco- 
nomic malpractice to help him achieve 
his expansionist goals in Ukraine. 





Weak Tea 


To fight the EU’s continued economic 
sluggishness, the head of the Euro- 
pean Central Bank, Mario Draghi, 


has unveiled a package of measures 
to prod banks to increase lending, 
most notably charging banks a nega- 
tive interest rate for their deposits at 
the ECB, as well as a facility to give 
banks cheap four-year funds to lend 
to smaller businesses. 

Draghi also engaged in the now 
ritual warnings of the dangers of not 
enough inflation, lest Europe lapse 
into Japanese-style deflation. In this 
scenario the fear is that falling prices 
would persuade consumers not to 
buy—a theory that would sound 
preposterous to retailers, who are 
accustomed to cutting prices to move 
merchandise. 

Europe’s problem—and Japan’s— 
is a suffocating array of antigrowth 
taxes, regulations and government 
spending. France has, in effect, hiked 
its top income tax rate to 75%. Japan 
just boosted its national sales tax by 
60% and is in the process of raising its 
payroll tax from about 30% to 37%. 

The Keynesian/monetarist notion 
that monetary policy can drive an 
economy persists, despite chronic 
failures. 

Britain ceased its version of quan- 
titative easing in 2012. It is cutting 
its corporate tax rate to 20% and has 
nicked its highest income tax rate a 
bit. It has also reduced government 
employment by about 10%. Its econo- 
my—at least by European standards— 
is bustling. Sweden is also doing well 
after instituting a series of tax cuts. 

The destructive obtuseness of 
most of the global economic estab- 
lishment defies comprehension. 





as well as brothers Bob, Kip and Tim. 


Restaurants: Go, Consider, Stop 
Edible enlightenment from our eatery experts and colleagues Richard Nalley, Monie Begley, Randall Lane and Chef Jeff Lamperti 
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® The Gander 
15 West 18th St. (Tel.: 212-229-9500) 


Exciting and delectable food in a sleek, contem- 
porary setting. For starters try the brisket tots, 
chilled pea soup, lamb pastrami or sweetbreads. 
The roasted branzino with beluga lentils and 
celery root is delicious, as is the roasted white elf 
mushroom, a meaty vegetarian dish. Leave room 
for chocolate custard or chocolate mousse. 
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© The Gilroy 
1561 Second Ave.,, at 81st St. (Tel.: 212-734-8800) 


This bar/restaurant has the vibe of a cool downtown 
joint. It’s about the fabulous and inventive cocktails 
made with many first-rate boutique liquors, as well 
as the comfort food that’s perfect for the cocktail 
foragers—delicious mac and cheese in a cast-iron 
crock, juicy chicken potpie, the Gilroy Wellington, 
platters of artisanal cheese and salumi. 


@ Amélie 

22 West 8th St. (Tel.: 212-533-2962) 

Extremely popular, this new wine bar tames the 
noise levels through the clever use of sailcloth pan- 
els and upholstered walls, ceilings and banquettes 
in the dining area. Favorite fare: grilled octopus 
with frisée, endive and a lemon dressing; duck 
rillettes; salmon tartare; pan-roasted brook trout 
(deboned); and, for dessert, the paviova. 
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INNOVATIVE CONNECTIONS: 


WERE THE €LOUD MEETS GIBERT@ DRIVE BUSINES. 
GROWTH AND OPPORTUNITY 


There are few places that illustrate the arc of American indus- 
try better than the site of the former Studebaker plant in 
South Bend, Ind. By the time the Studebaker brothers con- 
verted a buggy manufacturer into an integrated automaker 
in the 1920s, South Bend was already attracting some of the 
country’s most storied manufacturers, such as Singer and 
Bendix. When the automaker closed 50 years ago, the city 
lost its biggest employer—and a quarter of its population in 
the decades that followed. 

Now the Studebaker site is being converted into a tech- 
nology park. On 140 acres where factories once stood, a 
state-of-the-art digital information hub named Ignition Park 
is rising out of the mud. Across the river is the University of 
Notre Dame, the area’s biggest employer now, and the site of 
a related development called Innovation Park, a collaboration 
between the city and the university. South Bend’s old rail- 
way station is home to the Union Station Technology Center 
and will soon expand across the tracks to a former assembly 
plant—one of the few Studebaker buildings still standing. 

South Bend is rich in history, but it’s also rich in some- 
thing more important for a digital business: a fiber-optic 
trunk line that runs along the railway corridor. The Union 
Station Technology Center operates as a carrier hotel, with 
over 6,000 fiber endpoints. Up the street, the first tenant at 
Ignition Park is Data Realty, a data management and ana- 
lytics infrastructure provider. It is the type of business where 
the cloud meets the earth, where companies upload their data 
to be stored on servers for disaster recovery, compliance and 
real-time analysis. Such a business would not exist without a 
very fast and very reliable fiber connection. 

“As more businesses move applications out of their offices 
and into offsite data centers, the need for reliable, high-per- 
formance Ethernet connectivity will play an important role 
in getting companies access to their information,” says Jay 
Dirkmaat, vice president, Comcast Business Services, Greater 
Chicago Region. Companies at the Union Station facil- 
ity and the former Studebaker plant will have direct access 
to Comcast’s backbone network, which connects 39 states. 
“Comcast Business sees this as a strong partnership that can 
help turn the South Bend area into a true technology hub for 
local organizations.” 





INNOVATIVE 
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Rust Belt Revitalization 

South Bend is not alone. Cities across the United States 
are looking at ways to attract and keep business, and 
carriers are looking at ways to help in the community by 
expanding their fiber footprints. One way to do that is 
to encourage projects that bring together past strengths 
and present hopes for a city, a neighborhood or even an 
industrial outpost. Just over 100 miles away, for example, 
Comcast Business is expanding its high-speed network 
along some of Chicago’s major corridors, connecting 
small and midsize businesses that have outgrown their 
legacy connections. 

Pfeifer Industries, a manufacturer of precision belt-drive 
pulleys 30 miles outside of Chicago, is one such company. 
Every new belt or pulley requires 3D computer-aided 
design (CAD) and computer-aided manufacturing (CAM) 


applications—real bandwidth hogs. And because the three- 
person staff is often taking a back-of-the-napkin idea and 
creating a steel or aluminum prototype, those files go back 
and forth between the designer and the client until every- 
thing is perfect. “Once we make it, the customer owns it,” 
explains Jim Donovan, president of Pfeifer Industries. “I 
want to make sure there is no buyer’s remorse, so the col- 
laboration over the phone and email are crucial.” 

Pfeifer, like many small companies, is now relying 
on the cloud for its email and taking advantage of soft- 
ware-as-a-service, further increasing its bandwidth needs. 
Until last year, Pfeifer relied on three legacy T1 lines, but 
the 1.5 megabits per second of bandwidth per line was too 
slow to support simultaneous use of design and manufac- 
turing applications and other routine business functions. 

Once better broadband was available, Pfeifer jumped 
at it. The company recently upgraded to a 50Mbps con- 
nection for less than it was paying before. 


Bringing Entrepreneurs and Government Together 
In Washington, D.C., meanwhile, the 1776 Campus opened 
last year, just blocks from the White House. The idea behind 
1776 is to bring together two forces that contribute so much 
to Washington’s economic growth: entrepreneurs on the one 
hand and government officials and lobbyists on the other. 

Donna Harris, co-founder of 1776, believes that these 
two groups are trying to solve many of the same problems, 
such as transparent prescription drug pricing, but they exist 
in parallel universes; they don’t go to the same places, they 
don’t speak the same language, they may not even know 
they are working on the same idea. The 1776 Campus rents 
space and hosts events to inspire collaboration on innova- 
tions in education, healthcare, energy and other regulated 
industries that make up a larger part of the national economy 
than the consumer sector. 

One attraction for members is the scalable high-perfor- 
mance network that fast-growing startups need, says Evan 
Burfield, the other co-founder of 1776. Comcast Business, 
a founding provider to 1776, along with Microsoft and the 
District of Columbia, is providing Ethernet connections that 
can scale up to 10 gigabits per second so members can “con- 
tinue doing what they do best,” says Burfield, “innovating.” 





Connecting Work and Life in the 21st Century 

For 15 years, CIC has helped hundreds of entrepreneurs 
turn their ideas into businesses. The center provides 
instant-on offices to 600 companies at rates that even a 
startup can afford. Now the center, formerly known as 
Cambridge Innovation Center, is expanding with a new 
facility across the river in Boston’s Financial District. 

“Boston is an innovative, edgy city and should be rec- 
ognized as such,” says Timothy Murnane, Comcast’s vice 
president of government affairs in Boston. The hope is 
that revitalizing neighborhoods and establishing innova- 
tion centers will help keep the younger work force in the 
city. “We educate a lot of students here in Boston, and we 
want them to stay,” he says. 

In an expensive city like Boston, providing affordable 
office space is one way to do that, and providing affordable 
housing is another. There are plans to build more micro 
units—apartments of less than 500 square feet, just enough 
to accommodate a bed, a bath and a very minimalist life- 
style. The first few units were put up for rent in the Seaport 
District last year as a live-work arrangement, with com- 
mon space for meeting clients or hosting football parties. 

One attraction for entrepreneurs living or work- 
ing in the Seaport District is the expansion of Comceast’s 
advanced network there, as well as to the original inno- 
vation center in Cambridge. For many startups, the cloud 
is their IT department, and that requires bandwidth. Last 
year, Comcast installed a 300Mbps connection to the 
Cambridge facility that can accommodate video con- 
ferencing, online storage and hosted office productivity 
applications, not to mention online gaming capabilities 
that some startups pursue for business and pleasure. 

As Boston and many other cities and neighborhoods 
know, one way to attract and keep entrepreneurs is to 
make sure they have the bandwidth they need to succeed. 





Watch for the full report, available soon on 
Forbes Insights: forbes.com/forbesinsights 


COMCAST 
BUSINESS 


The above observations are drawn from soon-to-be-published research by Forbes Insights in association ahaa 
Comcast Business. Based on in-depth, one-on-one interviews with senior executives, owners of small and midsize 


businesses, and innovation center founders, the report provides insight on how a fast, high-bandwidth communica- 
tions infrastructure spurs business development. 





BL 8) BY kn reer teeree 










RANK 
1 me STEERER TE % z Ss 5 Si. 
3 
4 
5 
; 5 tay aA! RO TLRS RE 
8 


"28 RAFAEL NADAL / 
Soa © MATT RYAN / 
Si MANNY PACQUIAO / 
ZLATAN IBRAHIMOVIC / 





DERRICK ROSE / AMERICAN 
GARETH BALE / WALES 
RADAMEL FALCAO / COLOMBIAN 
NEYMAR / BRAZILIAN 
NOVAK DJOKOVIC / $12.1 / 21. SERBIAN 
: ™) MATTHEW STAFFORD / AMERICAN 
19 LEWIS HAMILTON / i BRITISH 
20 KEVIN DURANT / AMERICAN 
a1 FERNANDO ALONSO / SPANISH 
22 ER 1 es SEA aS 779) MAHENDRA SINGH DHONI / INDIAN 
















DWYANE WADE / AMERICAN 
CARMELO ANTHONY / AMERICAN 
WLADIMIR KLITSCHKO / UKRANIAN 
i . PEYTON MANNING / .1/ AMERICAN 
AMAR’E STOUDEMIRE / AMERICAN 































DALE EARNHARDT JR. / AMERICAN 
DWIGHT HOWARD / AMERICAN 
CLIFF LEE / /0.2; AMERICAN 
JOE MAUER / AMERICAN 
MIGUEL CABRERA / VENEZUELAN 
ZACK GREINKE / AMERICAN 
a i 3 MARIA SHARAPOVA / RUSSIAN 
35 DEREK JETER / f AMERICAN 
35 Gees RORY MCILROY / NORTHERN IRISH 
37 CC SABATHIA / | AMERICAN 
37 CHRIS PAUL / AMERICAN 
39 PRINCE FIELDER / AMERICAN 
40 i t es Z eS DARRELLE REVIS / AMERICAN 
4) ES © SS Sa i ss LINA/ CHINESE 
42 JIMMIE JOHNSON / AMERICAN 
43 WAYNE ROONEY / BRITISH 
44 SERGIO AGUERO / j ARGENTINE 
45 DIRK NOWITZKI / GERMAN 
4S EEE SPONSE Sa EEE USAIN BOLT / JAMAICAN 
47 BLAKE GRIFFIN / AMERICAN 
48 ALEX RODRIGUEZ / AMERICAN 
48 JOHAN SANTANA / VENEZUELAN 
50 MARK TEIXEIRA / AMERICAN 
51 MATT KEMP / AMERICAN 
52 JOE JOHNSON / AMERICAN 
53 B ES aes aaa : | GENO ATKINS / .4/ AMERICAN 
53 RYAN HOWARD / AMERICAN 
ie + AARON RODGERS / AMERICAN 
| SERENA WILLIAMS / i AMERICAN 
CHRIS BOSH / AMERICAN 
PAU GASOL / SPANISH 
YAYA TOURE / IVORIAN 
ADRIAN GONZALEZ / AMERICAN 
ROBINSON CANO / DOMINICAN salary from 
SERRADOSOREL heen the Lakers, $8 million higher 
HENRIK STENSON / SWEDISH than any other NBA player. 
VERNON WELLS / AMERICAN 
SAUL ALVAREZ / MEXICAN 
7) ELI MANNING / i AMERICAN 
= DREW BREES / AMERICAN 
© JULIUS PEPPERS / AMERICAN 
Ml JASON PETERS / AMERICAN 
COLE HAMELS / AMERICAN 
JUSTIN VERLANDER / AMERICAN 
TIM LINCECUM / AMERICAN 
CARL CRAWFORD / AMERICAN 
BARRY ZITO / AMERICAN 
MATT CAIN / AMERICAN 
FELIX HERNANDEZ / VENEZUELAN 
ALBERT PUJOLS / DOMINICAN 
DERON WILLIAMS / AMERICAN 
DAVID ORTIZ / DOMINICAN 
ROBIN VAN PERSIE / DUTCH 
RUSSELL WESTBROOK / AMERICAN 
SEBASTIAN VETTEL / GERMAN 
CARLOS DUNLAP / AMERICAN 
ZACH RANDOLPH / AMERICAN 
JEFF GORDON / AMERICAN 
STEVEN GERRARD / BRITISH BASKETBALL 
RUDY GAY / AMERICAN BASEBALL 
LARRY FITZGERALD / AMERICAN 5 | BOXING 
MESUT OZIL / GERMAN 
BRANDEN ALBERT / AMERICAN a hoe 
FRANCK RIBERY / FRENCH EE TENNIS 
ALFONSO SORIANO / DOMINICAN 
JAIRUS BYRD / AMERICAN 5 FOOTBALL 
ADAM SCOTT / AUSTRALIAN RACING 
TERRELL SUGGS / AMERICAN mi SOCCER 
JAYSON WERTH / AMERICAN y CRICKET 
g 5 Dae =) BRANDON MARSHALL / AMERICAN 
99 MATT HOLLIDAY / AMERICAN 
100 LUIS SUAREZ / URUGUAYAN 


20 | FORBES JUNE 30, 2014 














a. 
ia 


HENS“ ROGER FEDERER / $4.2 / 52.0 /56.2/ SWISS 
HIL MICKELSON / $5.2 / 48.0 / 53.2 / AMERICAN 
ANISH 
























CRISTIANO RONALDO’S total number of 
Facebook and Twitter followers. LeBron 
James, the top American athlete on social 
media, has only 33 million. 


$18 MILLION 
Swedish golfer HENRIK 
STENSON’S prize money 
over the last 12 months. 
The bonanza came from 
being the first player to 
win the FedEx Cup on the 
PGA Tour and the Euro- 
pean Tour’s Race to papas 
in the same year. 


~ KOBE BRYANT / $30.5 / 31.0 / 61.5 / AMERICAN 
TIGER WOODS / $6.2 / 55.0 / 61.2 / AMERICAN 





SSE SS ~~ LEBRON JAMES / $19.3 / 53.0 / 72.3 / AMERICAN 
LIONEL MESSI / $4. 7 / 23.0 /64.7/ ARGENTINE 














25 

Number of Papa 
John’s franchises 
Broncos’ QB 
PEYTON MANNING 
owns in the 

Denver area. 


99% 

Amount of USAIN 
BOLT’S income 
earned from 
sponsorships and 
appearance fees. 
Only 1% of his 

$23 million in 
earnings came from 
prize money. 










$56 MILLION 
SERENA WILLIAMS’ career prize money, 
nearly double that of her closest competi- 
tion, Maria Sharapova. 


2.2 MILLION 

Pay-per-view buys of FLOYD 
MAYWEATHER’S September bout 
i against Saul “Canelo” Alvarez, the 
4 second largest in the history of 
boxing. 


113 MILLION 





FLOYD MAYWEATHER / $105.0 / 0.0 / 105.0 / AMERICAN 


CRISTIANO RONALDO / $52.0 / 28.0 / 80.0 / PORTUGUESE 


WINNINGS-SALARY / ENDORSEMENTS / TOTAL EARNINGS ($MiL) 


15 YEARS 

How long Electronic Arts 
partnered with TIGER 
WOODS to produce his 
eponymous PGA Tour 
videogame before drop- 
ping him last year. The 
series generated nearly 
$800 million in sales 
since 1998. 


SPORTSMONEY 


THE WORLD'S 
100 HIGHEST-PAID 
ATHLETES 


The best-paid sports stars hail from 

27 countries and ten different sports. 

They earned $2.75 billion over the past 

12 months, and despite all the noise about 
corporate money in pro sports only 27% of 
that came from endorsements. The man 
with the biggest paycheck of all—boxer 
Floyd “Money” Mayweather—earned 

the entirety of his $105 million the old- 
fashioned way: in the ring. 
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ELIQUIS® (apixaban) is a prescription medicine used to reduce the risk of stroke and blood clots in 
people who have atrial fibrillation, a type of irregular heartbeat, not caused by a heart valve problem. 


IMPORTANT SAFETY INFORMATION: 


« Do not stop taking ELIQUIS for atrial fibrillation 
without talking to the doctor who prescribed it for 
you. Stopping ELIQUIS increases your risk of having 
a stroke. ELIQUIS may need to be stopped, prior 
to surgery or a medical or dental procedure. Your 
doctor will tell you when you should stop taking 
ELIQUIS and when you may start taking it again. If 
you have to stop taking ELIQUIS, your doctor may 
prescribe another medicine to help prevent a blood 
clot from forming. 


« ELIQUIS can cause bleeding, which can be serious, 
and rarely may lead to death. 


» You may have a higher risk of bleeding if you take 
ELIQUIS and take other medicines that increase your 
risk of bleeding, such as aspirin, NSAIDs, warfarin 
(COUMADIN®), heparin, SSRIs or SNRIs, and other 
blood thinners. Tell your doctor about all medicines, 
vitamins and supplements you take. While taking 
ELIQUIS, you may bruise more easily and it may 
take longer than usual for any bleeding to stop. 


e Get medical help right away if you have any of 
these signs or symptoms of bleeding: 

- unexpected bleeding, or bleeding that lasts a 
long time, such as unusual bleeding from the 
gums; nosebleeds that happen often, or 
menstrual or vaginal bleeding that is heavier 
than normal 

- bleeding that is severe or you cannot control 

- red, pink, or brown urine; red or black stools 
(looks like tar) 

- coughing up or vomiting blood or vomit that looks 
like coffee grounds 

- unexpected pain, swelling, or joint pain; headaches, 
feeling dizzy or weak 


« ELIQUIS is not for patients with artificial heart valves. 


» Spinal or epidural blood clots or bleeding (hematoma). 
People who take ELIQUIS, and have medicine 
injected into their spinal and epidural area, or have 
a spinal puncture have a risk of forming a blood 
clot that can cause long-term or permanent loss of 
the ability to move (paralysis). 








| focused on finding something better 


than warfarin. 


NOW | TAKE ELIQUIS® (apixaban) FOR 3 GOOD REASONS: 
1 ELIQUIS reduced the risk of stroke better than warfarin. 
2 ELIQUIS had less major bleeding than warfarin. 
3 Unlike warfarin, there’s no routine blood testing. 


ELIQUIS and other blood thinners increase the risk of bleeding which can be 
serious, and rarely may lead to death. 





This risk is higher if, an epidural catheter is placed 
in your back to give you certain medicine, you take 
NSAIDs or blood thinners, you have a history of 
difficult or repeated epidural or spinal punctures. 
Tell your doctor right away if you have tingling, 
numbness, or muscle weakness, especially in your 
legs and feet. 


» Before you take ELIQUIS, tell your doctor if you 
have: kidney or liver problems, any other medical 
condition, or ever had bleeding problems. Tell 
your doctor if you are pregnant or breastfeeding, 
or plan to become pregnant or breastfeed. 


» Do not take ELIQUIS if you currently have certain 
types of abnormal bleeding or have had a serious 
allergic reaction to ELIQUIS. A reaction to ELIQUIS 
can cause hives, rash, itching, and possibly 
trouble breathing. Get medical help right away if 
you have sudden chest pain or chest tightness, 
have sudden swelling of your face or tongue, 
have trouble breathing, wheezing, or feeling 
dizzy or faint. 


Ask your doctor if ELIQUIS is right for you. 


You are encouraged to report negative side effects 
of prescription drugs to the FDA. Visit www.fda.gov/ 
medwatch, or call 1-800-FDA-1088. 





















Please see additional 
Important Product Information 


on the adjacent page. @ ; 


Individual results may vary. 


Visit ELIQUIS.COM 
or call 1-855-ELIQUIS 
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IMPORTANT FACTS about ELIQUI: 
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The information below does not take the place of talking with your healthcare professional. Only your healthcare 
professional knows the specifics of your condition and how ELIQUIS may fit Pa overall therapy. Talk to your healthcare 
SS 


professional if you have any questions about ELIQUIS (prono 








EATS MELA A REG SIT CI BESO SE ET FU UT EL BT 





What is the most important 
information | should know 
about ELIQUIS (apixaban)? 
For people taking ELIQUIS for 
atrial fibrillation: Do not stop 
taking ELIQUIS without talking 
to the doctor who prescribed 
it for you. Stopping ELIQUIS 
increases your risk of having 
a stroke. ELIQUIS may need to 
be stopped, prior to surgery or 
a medical or dental procedure. 
Your doctor will tell you when 
you should stop taking ELIQUIS 
and when you may start taking 
it again. If you have to stop 
taking ELIQUIS, your doctor may 
prescribe another medicine to 
help prevent a blood clot from 
forming. 
ELIQUIS can cause bleeding 
which can be serious, and 
rarely may lead to death. This 
iS because ELIQUIS is a blood 
thinner medicine that reduces 
blood clotting. 
You may have a higher risk of 
bleeding if you take ELIQUIS 
and take other medicines that 
increase your risk of bleeding, 
such as aspirin, nonsteroidal 
anti-inflammatory drugs (called 
NSAIDs), warfarin (COUMADIN®), 
heparin, selective serotonin 
reuptake inhibitors (SSRIs) 
or serotonin norepinephrine 
reuptake inhibitors (SNRIs), and 
other medicines to help prevent 
or treat blood clots. 
Tell your doctor if you take any of 
these medicines. Ask your doctor 
or pharmacist if you are not sure 
if your medicine is one listed 
above. 
While taking ELIQUIS: 
* you may bruise more easily 
¢ it may take longer than usual 
for any bleeding to stop 
Call your doctor or get medical 
help right away if you have any 
of these signs or symptoms of 
bleeding when taking ELIQUIS: 
* unexpected bleeding, or 
bleeding that lasts a long 
time, such as: 
* unusual bleeding from the 
gums 
* nosebleeds that happen 
often 
AA 
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¢ menstrual bleeding or 
vaginal bleeding that Is 
heavier than normal 
bleeding that is severe or you 
cannot control 
red, pink, or brown urine 
red or black stools (looks like 
tar) 
cough up blood or blood clots 
vomit blood or your vomit 
looks like coffee grounds 
unexpected pain, swelling, or 
joint pain 
headaches, feeling dizzy or 
weak 
ELIQUIS (apixaban) is not for 
patients with artificial heart 
valves. 
Spinal or epidural blood clots 
or bleeding (hematoma). 
People who take a blood thinner 
medicine (anticoagulant) like 
ELIQUIS, and have medicine 
injected into their spinal and 
epidural area, or have a spinal 
puncture have a risk of forming 
a blood clot that can cause 
long-term or permanent loss of 
the ability to move (paralysis). 
Your risk of developing a spinal 
or epidural blood clot is higher if: 
¢ a thin tube called an epidural 
catheter is placed in your back 
to give you certain medicine 
¢ you take NSAIDs or a medicine 
to prevent blood from clotting 
you have a history of difficult 
or repeated epidural or spinal 
punctures 
you have a history of problems 
with your spine or have had 
Surgery on your spine 
If you take ELIQUIS and receive 
spinal anesthesia or have a spinal 
puncture, your doctor should 
watch you closely for symptoms 
of spinal or epidural blood clots 
or bleeding. Tell your doctor 
right away if you have tingling, 
numbness, or muscle weakness, 
especially in your legs and feet. 
What is ELIQUIS? 
ELIQUIS is a prescription medicine 
used to: 
¢ reduce the risk of stroke and 


blood clots in people who have 
atrial fibrillation 


e 
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PATIENT ASSISTANCE FOUNDATION 


This independent, non-profit organization provides assistance to qualifying patients with financial hardship who 





« reduce the risk of forming 


a blood clot in the legs and 
lungs of people who have just 
had hip or knee replacement 
surgery. 

It is not Known if ELIQUIS is safe 

Who should not take ELIQUIS 

(apixaban)? 

Do not take ELIQUIS if you: 

* currently have certain types of 
abnormal bleeding 

« have had a serious allergic 
reaction to ELIQUIS. Ask your 

What should | tell my doctor 

before taking ELIQUIS? 

Before you take ELIQUIS, tell 

your doctor if you: 

¢ have kidney or liver problems 








* have any other medical 
condition 
* have ever had _ bleeding 
problems 


are pregnant or plan to become 
pregnant. It is not known if 
ELIQUIS will harm your unborn 
baby 
¢ are breastfeeding or plan to 
breastfeed. It is not known 
if ELIQUIS passes into your 
breast milk. You and your 
doctor should decide if you 
will take ELIQUIS or breastfeed. 
You should not do both 
Tell all of your doctors and 
dentists that you are taking 
ELIQUIS. They should talk to the 
doctor who prescribed ELIQUIS for 
you, before you have any surgery, 
medical or dental procedure. 
Tell your doctor about all the 
medicines you take, including 
prescription and over-the-counter 
medicines, vitamins, and herbal 
supplements. Some of your other 
medicines may affect the way 
ELIQUIS works. Certain medicines 
may increase your risk of bleeding 
or stroke when taken with ELIQUIS. 
How should | take ELIQUIS? 
Take ELIQUIS exactly as 
prescribed by your doctor. Take 
ELIQUIS twice every day with or 
without food, and do not change 
your dose or stop taking it unless 
your doctor tells you to. If you 
miss a dose of ELIQUIS, take it as 
soon OU remember, and do 





generally have no prescription insurance. Contact 1-800-736-0003 or visit www.bmspaforg for more information. 





not take more than one dose at 








the same time. Do not run out 
of ELIQUIS (apixaban). Refill 
your prescription before you 
run out. When leaving the 
hospital following hip or knee 
replacement, be sure that you 
will have ELIQUIS available to 
avoid missing any doses. If you 
are taking ELIQUIS for atrial 
fibrillation, stopping ELIQUIS 
may increase your risk of 


What are the possible side 

effects of ELIQUIS? 

« See “What is the most 
important information | 
should know about ELIQUIS?” 

¢ ELIQUIS can cause a skin rash 
or severe allergic reaction. 
Call your doctor or get 
medical help right away if 
you have any of the following 
symptoms: 
¢ chest pain or tightness 
* swelling of your face or 

tongue 
* trouble 
wheezing 
* feeling dizzy or faint 

Tell your doctor if you have any 

side effect that bothers you or 

that does not go away. 

These are not all of the possible 

Side effects of ELIQUIS. For more 

information, ask your doctor or 

pharmacist. 

Call your doctor for medical 

advice about side effects. You 

may report side effects to FDA at 
1-800-FDA-1088. 

This is a brief summary of the 

most important information 

about ELIQUIS. For more infor- 
mation, talk with your doctor or 
pharmacist, call 1-855-ELIQUIS 

(1-855-354-7847), or go to 

www.€LIQUIS.com. 

Manufactured by: 

Bristol-Myers Squibb Company 

Princeton, New Jersey 08543 USA 

Marketed by: 

Bristol-Myers Squibb Company 

Princeton, New Jersey 08543 USA 

and 

Pfizer Inc 

New York, New York 10017 USA 


COUMADIN® is a trademark of 
Bristol-Myers Squibb Pharma Company. 
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Number of months before U.S. home prices | 
peaked that Robert Shiller warned of a housing * | 
bubble in his book Irrational Exuberance. es 


12 








not a liquid market. 





TELL US EVERYTHING 


ROBERT SHILLER 


The Yale University economics professor has been tracking 
bubbles, booms and busts for more than 40 years and shared 
the 2013 Nobel in economic sciences for his analysis of asset 
prices. We polled our followers on social media for questions 
to ask the economist. 









With the S&P touching new highs, 
are concerns about the next big 
market drop well-founded? 

We should already be worried about 
a steep decline. The market is highly 
priced, but by my standards not 
quite as highly priced as it was in 
2007. The cyclically adjusted price- 
to-earnings ratio got up to 27 then. 
It’s 26 now. That’s close, though, 
and that is a cause for concern. 

So it might be a time to tilt one’s 
investments away from the U.S. 
Don’t get greedy. 


What do you think of the ECB’s 
unprecedented move to cut its 
interest rate below zero? 

I'm tempted to move into the stock 
market in Europe more. It seems 
like [the ECB is] highly stimulative; 
negative interest rates are pretty 
dramatic. They’re worried about 
deflation as a risk, and they're being 
very aggressive at the same time the 
U.S. is talking about raising rates. 





I’m a recent grad with an 
incredible amount of loans. Are 
college tuitions just another 
bubble? If so, when will the 
bubble pop? 
There’s some change in thinking now 
about college education and talk 
that a lot of colleges have oversold 
their opportunities. There might 
be a split developing between elite 
colleges and the second tier, because 
a lot of the criticism is about weak 
colleges overselling themselves. 

| think it sounds a bit like the 
end of a bubble, but it may not be 
as decisive and dramatic because 
it’s not speculative in the sense that * 
there’s something you can dump. 
You can change your plans, but it’s 











PORTFOLIOS 


BILLIONAIRE 
BALANCE SHEET 


Ever wonder what billionaires really 
invest in? The world’s largest private 
banker, UBS, which has relationships 
with one in two of the world’s bil- 
lionaires, opened its books to give us 
an exclusive peek at the investment 
habits of its wealthiest clients. We’ve 
sorted the results by region: Asian bil- 
lionaires are hoarding the most cash, 
while Europeans love real estate and 
Americans favor stocks and bonds. 


© WINE / ART / WATCHES 
FARMLAND / FORESTRY 
COMMODITIES 


DIRECT INVESTMENTS 


HEDGE FUNDS OR 
PRIVATE EQUITY FUNDS 


REAL ESTATE 


CASH OR EQUIVALENT 


FIXED INCOME 


EMERGING MARKET 
EQUITIES 


DEVELOPED MARKET 
EQUITIES 
2013 DATA. SOURCES: UBS & 


CAMPDEN WEALTH; UBS WEALTH 
MANAGEMENT AMERICAS. 


ASIA 


U.S. EUROPE 
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$22 TRILLION , 





Total hedge fund assets under management <4 7g 


as of the first quarter of 2014. 








SCORECARD 


WINNERS 





4) 


Jeff 
Bezos 


+$2.6 BILLION 
NET WORTH: 
$30.6 BILLION 


Amazon releases a YouTube 
video hinting at its next 
product, and Bezos makes 
$1.4 billion in a day on 
rumors that it is the long- 
awaited 3-D smartphone. 








David 
Cheriton 
+$540 MILLION 
NET WORTH: 
$2.9 BILLION 


Stanford professor sued 
Arista Networks, a company 
he cofounded, days after 
it announced it was going 
public. Still, he makes a 
fortune from its IPO. 








Reed 
Hastings 
NEW 
BILLIONAIRE 


NET WORTH: 
$1.1 BILLION 


The Netflix CEO hikes fees $1 
per month, but viewers still 
can’t get enough of shows 

like Orange Is the New Black. 
Stock is up 30% in a month. 





LOSERS 





Pierre 
Omidyar 
-$400 MILLION 
NET WORTH: 
$7.6 BILLION 


EBay founder on the 
defensive: Hackers 
compromise the online 
auctioneer, and Amazon 
upgrades payment system 
to rival eBay’s PayPal. 





John 
Tyson 
-$120 MILLION 
NET WORTH: 
$1 BILLION 


To win a bidding war with 
rival Pilgrim’s Pride, Tyson 
Foods makes $7.7 billion 
offer for Hillshire Brands, 
$3.3 billion more than it was 
worth three weeks earlier. 





Curt 
Johnson 


-4 MONTHS 
NET WORTH: 
$3.2 BILLION 


The S.C. Johnson heir gets 
four months in jail: He pleads 
guilty to sexual assault and 
disorderly conduct after he 
was accused of molesting 
his teenage stepdaughter. 


FIGURES REFLECT THE CHANGE IN VALUE OF PUBLICLY TRADED HOLDINGS FROM MAY 20 TO JUNE 10. 
SOURCES: INTERACTIVE DATA VIA FACTSET RESEARCH SYSTEMS; FORBES. 
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TURNAROUNDS 
AN LIKE ALL HEDGE 
fund managers, 
William Ackman, 
48, justifies his sky- 


high management 
and performance 
fees by swinging for 
the fences. But in recent years Ackman’s 
Pershing Square Fund has largely struck 
out. With ill-timed bets on companies like 
J.C. Penney (for) and Herbalife (against), 
Ackman underperformed the S&P 500 
for three years running, and his investors 
must have been wondering what exactly 
they were buying for their “2 and 20.” 
Now they know. In the first half of 
2014 Ackman has turned things around— 
big-time. First, his massive short against 
Herbalife, which he calls a pyramid scheme, 
finally moved in his direction, with shares 
down 19% this year. Then, late last year, Ack- 
man went long on mortgage giants Fannie 
Mae and Freddie Mac, gambling that the 
Obama Administration will be unsuccessful 
in its plans to wind down the government- 
sponsored enterprises. Shares of Fannie Mae 
have nearly doubled since. Finally, Ackman 
teamed up with Valeant Pharmaceuticals 
to launch a $53 billion hostile takeover bid 
for Botox maker Allergan. Pershing Square 
shrewdly made its investment in shares of 
Allergan, which surged higher after Vale- 
ant made its offer. All told, Ackman’s main 
hedge fund is up 22.1% in the first five 
months of the year, trouncing both the stock 
market and pretty much all other hedge 
funds, which returned 1.99% on average. 





ASK 50 BILLIONAIRES 


Do you invest in hedge funds? 


46.7% 53.3% 
yg SS NO 


TOP: GETTY IMAGES; BEZOS: MICHAEL N. TODARO/GETTY IMAGES; CHERITON; MARTIN KLIMEK/GETTY IMAGES; OMIDYAR: MICHELE CLEMENT; TYSON: ADAM DEAN/BLOOMBERG; JOHNSON: AP; ACKMAN: BLOOMBERG 


SCORECARD BY DAN ALEXANDER; ACKMAN BY NATHAN VARDI 








When you need someone to strategize with, we'll be ready to talk. Our 
relationship managers take the time to learn your business and gain 

a deeper understanding of your expansion goals. We've successfully 
partnered with mid-sized to large corporations to help them meet their 
global business needs. With our full suite of products backed by our 
time-tested strength and stability, we’ve never been more ready to support 
your business today and for years to come. To learn more about how our 
capabilities can work for you, visit national.wellsfargobank.com/FO4. 








*\nvestment and insurance products: NOT FDIC-insured - NO Bank Guarantee « MAY Lose Value | 


+ Insurance products and services are offered through non-bank affiliates of Wells Fargo & Company including Wells Fargo Insurance Inc., Wells Fargo 
Insurance Services USA, Inc., and Wells Fargo Insurance Services of West Virginia, Inc. 


+ Wells Fargo Securities is the trade name for the capital markets and investment banking services of Wells Fargo & Company and its subsidiaries, including 
Wells Fargo Securities, LLC, a member of FINRA, NYSE, NFA and SIPC, Wells Fargo Institutional Securities, LLC, a member of FINRA, NFA and SIPC and 


Wells Fargo Bank, N.A. 
© 2014 Wells Fargo Bank, N.A. All rights reserved. Deposit products offered by Wells Fargo Bank, N.A. Member FDIC. WCS-1191560 - 05/14 
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$5 million in the first quarter of 2014, more than four times 
the number of sales year-over-year from 2013. 











PROVENANCE 


Townspeople in East Hampton build the 
Maidstone Club, a gathering spot for dinners and 
parties, one mile from the Further Lane property. 


PROPERTY 


This spring an estate on East 





Hampton's tony Further Lane Pee cae 

sold to hedge fund manager Barry settles “Gardiners 

Rosenstein for $147 million— eee oe , 

making it the most expensive buying it from the Gardiner and the 

hi ever sold in America Montaukett Indians Maidstone Club 
CEN " for “one large dog, sign a lease for 


Those nine digits buy 18 acres 

with oceanfront dunes, a seaside 
mansion, a water lily pond anda 
history dotted with billionaires, 
politicians and corporate chieftains 
dating back to the 17th century. 









Several months 
after Gordon dies 

of cancer at age 

52, Barry Rosen- 

stein of hedge 

fund Jana Part- | 
ners buys Further | 
Lane property for 


Browne, 62, 
dies of a heart 
attack, leaving 
the property to 

boyfriend Andrew 

S. Gordon, 

prompting a 

legal battle; 

Gordon ultimately 
prevails. 
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one gun, some 
powder and shot, 

some rum and 
several blankets, 
worth in all about 


” 





Weicker’s widow—now Elizabeth Fondaras, the wife of Anastassios Fondaras, 

who worked for shipping billionaire Stavros Niarchos—begins selling off the 

~ land in chunks. Christopher H. Browne, managing director of New York invest- 
ment firm Tweedy, Browne, pays a total of | 


to acquire them all. 


The “trustees of the 
Freeholders and 
commonality of the Town 
of East Hampton” sell the 
Further Lane land to Lion 
Gardiner’s descendant David 

J. Gardiner for 


The owners sell 
the property for 
JO to Theodore 
Weicker Jr., whose 
father cofounded 
pharmaceutical giant 
Merck. Fourteen years 
later Weicker deeds 
the property to his 
wife, Elizabeth R. 
Weicker. 


SOURCE: MAGNOLIA ABSTRACT SERVICES. 


an / for 
icing “the Gardiner 
Peninsula of Land” 
for “club purposes 
and particularly for 
the purposes of a 
golf links.” Today 
the Maidstone Club 
is a private country 
club with a Willie 
Park Jr.-designed 
18-hole golf course. 


David J. Gardiner 
dies and leaves 
the Further Lane 
property to his 
nephew Winthrop 
Gardiner. 





Winthrop Gardiner 
and his wife, 
Isabel, sell the 
property to Pan 
Am founder 
Juan T. Trippe 
(above); insurance 
salesman and 
tennis promoter 
Julian S. Myrick; 
grandfather 
of Jacqueline 
Kennedy Onassis 
James T. Lee; 
Howard B. Dean, 
grandfather of the 
former presidential 
candidate; and 
one A. Wallace 
Chauncey, for 


BY ERIN CARLYLE 


TOP: DOUG KUNTZ / SPLASH NEWS/NEWSCOM; CLOCKWISE FROM TOP: DOUG KUNTZ/SPLASH NEWS/CORBIS; XTREAMBAR;THE EAST HAMPTON STAR; MCMULLAN CO/NEWSCOM; ERIC STRIFFLER/THE NEW YORK TIMES; DANIEL ACKER/BLOOMBERG; MAGNOLIA ABSTRACT SERVICES. 
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Harbour Shops 


balharbourshops 


Bal 


Cin Tan OMRON aa 


81.4 MILLION 


Number of passengers carried by Ryanair 
in 2013, the most of any non-US. airline. 








FORBES MAKEOVER 


RYANAIR’S MICHAEL O’LEARY 


Our fashion pros give the airline chief an upgrade to first class. 


JOSEPH ABBOUD: The award-winning designer and 
entrepreneur got his start at Louis Boston before serving 
as director of menswear design for Ralph Lauren. 

He launched his namesake brand in 1987 and is currently 
the chief creative director for Men’s Wearhouse. 


KATHY IRELAND: The supermodel turned supermogul 
is the chief executive and chief designer of kathy ireland 
Worldwide, a design and marketing firm she launched 
in 1993. Women’s Wear Daily has named her one of the 
50 most influential people in fashion. 


< — After 





Before 
















THE VERDICT 

JA: He keeps the casual feel and 
still looks happy-go-lucky, but in a 
well-dressed version. 


FABRICS 
Ki: The burgu 


s complement 
KI: There's a real flow and an air of 


freshness in this color story. It’s a 
statement of agility. 


another marvelously. 
’py and disconnected. 

KI: He's wearing a bulky, 

drab and dreary cover-up. 


S34 
Kl: The green sweater bogs 


down what could have 
been more fluid and chic. 








THE “AFTER” IMAGE IS A SIMULATED IMAGE OF WHAT MICHAEL O'LEARY WOULD LOOK LIKE IF HE HAD ACTUALLY PARTICIPATED IN THE FORBES MAKEOVER, WHICH HE DID NOT. NOR DOES HE ENDORSE ANY PRODUCTS PICTURED HERE 





30 UNDER 30 


FUTURES MARKET 


Young dynamos reimagining finance in 30 words or less. 


Fred Ehrsam 
COINBASE | 26 
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Created a PayPal- 
esque wallet for 
Bitcoin. He’s raised 
$31 million, and 
Coinbase is now 
used by 1.3 million 
consumers and is 
adding major mer- 
chants like Over- 
stock.com, Google 
and Dish. 
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Sam Barnett 


SBB RESEARCH GROUP | 24 
ee The CalTech whiz 
kid is fascinated 
by using neurosci- 
ence to predict 
consumer behavior 
and spot future 
buying patterns. 
His Chicago-area 
quant fund recent- 
ly hit $150 million. 





Leigh Drogen 


ESTIMIZE | 28 


% 





Updating consensus 
EPS estimates for 
the crowdsourcing 
era. Drogen’s shop 
aggregates the best 
guesses of pro and 
armchair analysts 
with shockingly 
accurate results. 
Next: predicting 
M&A activity with 
Mergerize. 


CEO MAKEOVER: PHOTOGRAPHER: JEFF FRIED; STYLE DIRECTOR: JOSEPH DEACETIS; FASHION ASSISTANT: TIM ARMITAGE AND TANIERA REID; 30 UNDER 30 BY KATHRYN DILL 


SLIM Fl PLAID NOTCH LAPEL BLAZER ($350) SLIM FIT HIDDEN’PLACKET SPORT SHIRT ($85) BY VINCE CAMUTO; WWW\VINCECAMUTO.COM SHOES ($700), BELT ($310) BY FRATELLI ROSSETTI; WWW.FRATELLIROSSETTI.COM, TIE ($65) BY JOSEPH ABBOUD; WWW.JOSEPHABBOUD.COM 





LAVENDER SMELLS SWEET. 
SUCCESS SMELLS SWEETER. 
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FOR BEST RESULTS USE VERIZON 








LEADERBOARD 


ACTIVE CONVERSATION 








OSE 


SO PASO) SiO 





rs 
Soe 
ot 


= 
5 
me 





$e 


awry Bamea 


1 
: 
4 
f 


¥ 
















that’s more than half women: Avon Products. 





| 


Number of S&P 500 companies with a board 4 





@MIGUELESTIEN 
How could [Susan] Rice 
not be in the list? 


@LESLEE_KGH 
These women are 
using their power to 
ignite social change— 
so can we! 


% @THEMARIAMPOST 
3 Angela [Merkel] is 





@ROCHELLE_KNUTH 
Inspiring to read of the 
greatness these women 
have attained! 


a classy and sharp 
woman. I’m glad to see 
her top the #power- 
women list! 











FORBES, JUNE 16, 2014 

GM CEO Mary Barra (above) 
was No. 7 on our annual list of 
the World’s 100 Most Powerful 
Women, a ranking that triggered 
online responses not only to the 
names that made it but also to 
those that didn’t. 


READER’S COMMENT 


Are you out of your mind? 
Beyoncé No. 17 in the world? 
Ahead of women who actually 


impact lives and the world. 
Insane! 
cee MULL 


203,143 


VIEWS ON FORBES.COM 


OTHER COMMENTS 


When it comes to power, 
age Is kind to women. The 10 
most powerful women are all 
age 50 or older. 
—HuffingtonPost 
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READER’S COMMENT 


Couldn't disagree more with your ranking! 
Dilma Rousseff from Brazil is facing tremen- 
dous accusations of corruption and has done 
very little for women in general in Brazil. Not to 
mention her party adoration to South Ameri- 
can socialism. —Juliana Viscardii 











THE WORDS MOST FREQUENTLY USED IN OUR POWER WOMEN PACKAGE APPEAR LARGER: OD 


a business wachete S 
q central Sous 
Qoo = Oo 
& @ Barra = 
© S on 
2 ea2sz5woman 
@® = } aT 
& Nasdaq, o_Adena a co w 
“ cofounder O52 
7 : —? oO 
highest-paid 2 > since 
Sc 
2 ?female 5 
3 £ 


OTHER COMMENTS 


The women on the list are all impressive, but nearly half are “female firsts’”—the 
first female Fed chair, GM's first female CEO. While we should celebrate how far 


we've come, the list also serves as a reminder of how unbalanced things remain. 
— Jezebel 





TOP: SCOTT EELLS/BLOOMBERG 





Malaysia. 
Diverse 
Opportunities 


ADVERTISEMENT 


PM ILO OIA A 


“We were looking at various possible sites in 
Southeast Asia and decided on Malaysia because 
of the Government’s vision for transformation. 
We can see that Malaysia is heading in the right 
direction in promoting private sector driven 
growth and facilitation of foreign investments. 
With great help and facilitation given by various 
government agencies, we have invested in 
developing the world’s first integrated Lobster 
Aquaculture Park (iLAP) here in Sabah, and 
locating our restaurant regional office in 
Kuala Lumpur. We are excited about the 
transformation this project will bring to our 
‘business and to the country and its people.” 

Bill Herzig 


Senior Vice-President of Darden Restaurants and 
President of Darden Aquafarms 


“‘Malaysia’s strong drive in a_bio-based 
‘economy has given us high confidence to take a 
bold move to invest in Malaysia. The country’s 
position as one of the largest palm oil producers 
and its strong drive in the development of the 
biochemical sector has made it an interesting 
{ocation to catapult into the world’s largest 
chemical market — Asia.” 


7 Dr. E. William Radany 
i President and CEO of Verdezyne Inc 


4th in the World for Biotechnology 
Enterprise Support 
Source: Worldwide Scorecard 2011, Scientific American 


6th in the World for Ease Of Doing 
Business 
Source: 2014 World Bank’s Doing Business Report 


2nd in ASEAN for Institutional IP 
Protection 
Source: The Global Competitiveness Report 2011-2012 


Malaysia finds strength in diversity, from the 
abundant natural resources and centuries-old 
rainforests to its multicultural heritage and 
fast-expanding economy. This 1s a young, 
progressive and ambitious nation, driven by the 
desire to build a better quality of life, on the 
principles of sustainability —for the people, the 
environment and the nation. 


Malaysia's paradigm shift has transformed 
the nation from a largely agricultural and 
natural resource-exporting nation to a highly 
competitive economy focused on _ higher 
value-added activities and knowledge-based 
industry such as biotechnology to lead the 
economic transformation. 





launched the 
Transformation Programme (BTP] to accelerate 
the country’s momentum in creating a conducive 
bio-based industry ecosystem and securing the 
country’s passage to the ranks of high-income 
economies, and will contribute toward high gross 
national income {GNI} and job opportunities. 


Malaysia has Bioeconomy 


Bioeconomy will be a game changer for the 
nation to take leadership as Asia’s regional 
biotechnology hub. Leveraging the diverse and 
valuable biodiversity, Malaysia is vibrant with 
diversified opportunities and capabilities to provide 
world-class products and services with a robust 


regulatory framework and professional talent pool. 








The resilience of the Malaysian people in the face 
of challenges is stunning, counting on the belief of 
a shared future. It is this spirit that has earned 


Malaysia many international accolades and 
recognition for the quality of its economy, lifestyle 
and tourism. 


Investors are increasingly recognizing the value 
of Malaysia as the launch pad for investment 
opportunities and business expansions. Notable 
global investors in Malaysia’s bioeconomy include 
Biocon Ltd, Stelis Biopharma, Darden Aquafarm 
Inc, Gevo Inc and Haemonetics Corporation. 
With a total to-date investment of USD4.52 billion 
(RM14.8 billion], Malaysia is fast developing as 
the world’s leading bioeconomy hub and will 
continue to attract multinational biotechnology 
companies to its shores. 


These achievements as well as the Bioeconomy 
Transformation Programme illustrate Malaysia’s 
commitment and ambition to collaborate with 
investors and expand opportunities of the 600 
million people in the ASEAN market. 


iO 
ECONOMY 


MALAYSIA 


si 
BIOTECHCORP 
MALAYSIAN BIOTECHNOLOGY 
CORPORATION 


www.malaysia.my 











THOUGHT LEADERS 


LEE KUAN YEW — CURRENT EVENTS 








ENGLISH LANGUAGE 


THAT ENGLISH has become a domi- 
nant world language is a consequence 
of history. The British Empire spread 
English to many parts of the globe, first 
through colonization in the 17th and 
18th centuries and then through its lead- 
ership in the Industrial Revolution. The 
U.S’ subsequent economic superiority 
and political leadership secured English 
as the first or second language of many 
countries today. For countries to shift 
to any other major language, such as 
French or Spanish, would be extreme- 
ly complicated and problematic. 

I can see no circumstances under 
which Mandarin (China’s official lan- 
guage) would displace English as the 
world’s most important language. Al- 
though Mandarin has the largest num- 
ber of native speakers, virtually all are in 
China. The Chinese historically weren’t 
colonizers, so there are no far-flung 
former Chinese colonies speaking Man- 
darin today, the way the former colonies 
of England, France and Spain still 
speak the languages of those countries. 

In any event, Mandarin would be a 
very difficult language for the rest of 
the world to learn and master. Even 
if you put Chinese words into pinyin 
form (roman characters), there are 
four tones to each character (often 
monosyllabic) that clarify the meaning. 
Regardless, I don’t see the Chinese dis- 
carding their Mandarin characters and 
converting entirely to pinyin, as they 
are proud of their language, which 
has survived more than 5,000 years. 

Chinese totally differs from most 
other languages in use today, as it con- 
sists of pictographs and ideographs, 
without any spelling or symbols to 
indicate which of the four tones for 


HERE TO STAY 





each character is intended. There isn’t 
much bilingualism among people from 
different regions in China because 
the dialects are so different. Bilin- 
gualism among Europeans is much 
more common because so many of 
Europe’s languages have Latin roots. 
A small bicultural elite has formed in 
China and Singapore made up of people 
who are fluent in their mother tongue 
and have acquired, to varying degrees, 
fluency in English. This has happened in 
large part to facilitate trade and business. 
However, it’s difficult to find people who 
are equally competent in both languages. 


CHINA'S IMPACT 


China’s announcement that it has 
placed an air defense identification 
zone (ADIZ) over most of the East 
China Sea is the result of its need to 
define its immediate regional envi- 
ronment. This ADIZ is controver- 
sial partly because when it was first 
promulgated it established additional 
requirements beyond those normally 
imposed. It also covers contested mari- 
time areas, including the Senkaku/ 
Diaoyu Islands, and overlaps with an 
ADIZ that Japan had already estab- 


lished. This has created the potential 
for conflicting instructions being is- 
sued from different control agencies 
when commercial aircraft fly through 
the overlapping zones. Fundamentally, 
ADIZs can’t impinge on freedom of 
navigation across all oceans and air 
space—an accepted rule of internation- 
al law and one that’s in the interest of 
an increasingly interconnected world. 
I don’t see that changing. However, I 
can’t see a major power like China ever 
subordinating itself to decisions made 
by the International Court of Justice, 
even though arbitration or adjudica- 
tion would be preferable to armed con- 
flict should bilateral negotiations fail. 

With China’s population of 1.3 bil- 
lion—versus the U.S’ 300 million—and 
its growing economy, it’s inevitable 
that China’s GDP will eclipse America’s 
during this century. With such a shift in 
power there could be changes in where 
the dividing line of the U.S? influence 
in the Pacific Ocean falls, somewhere 
between Guam and Hawaii. 

The U.S. has many friends and al- 
lies in Asia, but it must keep in mind 
that China’s interests and influence in 
the region are growing. China is the 
largest trading partner of many Asian 
countries that also want to remain 
friends with the U.S. As its companies 
internationalize, China is also invest- 
ing abroad, because it needs access to 
minerals and other natural resources. 
China has also declared its intention to 
become a maritime power. Therefore, 
it is crucial that the U.S. strengthen its 
ties with Asia. The Obama Administra- 
tion’s “rebalancing” toward Asia is a 
step in the right direction, but it must 
be sustained over the longterm. @ 








LEE KUAN YEW, FORMER PRIME MINISTER OF SINGAPORE; DAVID MALPASS, GLOBAL ECONOMIST, PRESIDENT OF ENCIMA GLOBAL LLC; 
AMITY SHLAES, DIRECTOR, THE 4% GROWTH PROJECT; AND PAUL JOHNSON, EMINENT BRITISH HISTORIAN AND AUTHOR, 
ROTATE IN WRITING THIS COLUMN. TO SEE PAST CURRENT EVENTS COLUMNS, VISIT OUR WEBSITE AT WWW.FORBES.COM/CURRENTEVENTS. 
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Oppenheimer Senior Floating Rate Fund sx sx ve Me Me 


Overall Morningstar Rating™ (Among 147 Bank Loan Funds). 
Overall rating of Class Y shares for the 3- and 5-year periods 
ended 3/31/14 based on risk-adjusted performance! 


This fund invests in senior loans that offer high income potential as well as low 
interest rate risk. So in a rising interest rate environment, this fund may offer 
attractive risk-adjusted returns. 


Let’s take a fresh look at portfolios and start a new conversation about growth, 
income and protection* against certain risks in a changing world. 


GrowthIncomeProtection.com 


*Protection is positioned as an investment goal. Investing in certain securities may help to hedge against certain 
risks, but does not imply any guarantee from loss. Mutual funds are subject to market risk and volatility. Shares may 
gain or lose value. 


Different share classes may have different expenses, eligibility requirements, performance characteristics and 
Morningstar Ratings. Class Y shares are not subject to a sales charge and are available to certain institutional investors. 


Senior loans are typically lower-rated (more at risk of default) and may be illiquid investments (which may not have a ready market). The Fund | 
may invest without limit in lower-rated securities. The Fund may invest a variable amount in debt rated below “B." The Fund may invest 25% or 
more of its assets in securities issued by companies in the financial services sector which may be susceptible to economic and regulatory 
events, and increased volatility. This fund may use leverage (borrowing) which involves transaction and interest costs on amounts the fund 
borrows, which may reduce performance. 


1. For each fund with at least a three-year history, Morningstar calculates ratings based on a proprietary risk-adjusted return score that accounts 
for variation in a fund’s monthly performance (including the effects of sales charges, loads and redemption fees), placing more emphasis on 
downward variations and rewarding consistency. The top 10% of funds in each category receive 5 stars, the next 22.5% 4 stars, the next 35% 
3 stars, the next 22.5% 2 stars and the bottom 10% 1 star with some adjustments for multiple share class portfolios. The Overall Morningstar 
_ Rating is derived from a weighted average of the 3-, 5- and 10-year ratings (where applicable). For the 3- and 5-year periods, 
respectively, the Senior Floating Rate Fund was rated 4and 5 stars among 147 and 111 funds in the Bank Loan category for the time period ended 

3/31/14. Rating is for Class Y shares and rating may include more than one share class of funds in the category, including other share classes of 
. as fund. Ratings are relative peer group ratings and do not necessarily mean that the fund had high total returns. Past performance does not 
F quarantes tuture results. 

Before ‘ing in any of the Oppenheimer funds, investors should carefully consider a fund’s investment 
ks, charges and expenses. Fund prospectuses and summary prospectuses contain this and other 
‘on about the funds, and may be obtained by asking your financial advisor, visiting oppenheimerfunds.com 
0. CALL. OPP (225.5677). Read prospectuses and summary prospectuses carefully before investing. 


oe. Fone 


















5 
nis 
oa 





oe 


.‘ eas 7 at ; 
ie PRISE Fase cs. Sil 








THOUGHT LEADERS 


PAUL JOHNSON — CURRENT EVENTS 





LONDON 


AND THE SUPERRICH 


A REMARKABLE fact of interna- 
tional life today is the emergence of 
London as one of the foremost capi- 
tals of the superrich. It ranks fourth 
in the world with 45 billionaires. 
(Moscow is first with 88, but it seems 
there’s nary a one of them who doesn’t 
have a home in London—which tells 
you all you need to know.) 

A chief reason London attracts the 
very rich is security. Nobody’s going 
to be arrested, executed, imprisoned 
or have his or her fortune confiscated 
simply because of pique. 

Another factor is the successful 
stewardship of Boris Johnson, who 
has twice been elected London’s 
mayor. Boris, as he is universally 
known, exudes a mixture of glorious 
optimism, business savvy and sheer 
charm. As long as Boris is in charge, 
billionaires living in London can be 
sure that no legislation—national, 
regional or local—will be allowed to 
mitigate against the making of money. 

Britain’s ambivalence toward the 
EU might be construed as a handicap 
in attracting the rich. Not so. There’s 
always the possibility Britain will 
strike a profitable deal with Brussels, 
and over the last decade London has 
strengthened its financial position 
in relation to Frankfurt, Paris, Berlin 
and Amsterdam. 

The fact is, London is the best 
center in which to do business of 
the highest class. Every conceivable 
financial outfit, literally, is within 
call—usually within a five-minute 
walk. To set up a multibillion-dollar 
deal costs noticeably less in London, 
takes far less time and, if sensibly 
managed, is far more likely to succeed 





than in any other financial center. 
London also has a marvelously 
flexible, comprehensive and (pretty 
much) honest legal system, which 
explains why the superrich often 
prefer to litigate in London, even if 
they don’t actually live there. And 
they increasingly prefer to divorce 
there, as well. The U.S. used to be 
where the rich went to have their 
marital settlements decided because 
of the easy divorce laws and the 
courts’ generous financial awards. 
But compared with London’s 45, Dal- 
las has only 17 billionaires, Los An- 
geles 19 and San Francisco 20. New 
York is the exception with 71. 
Looked at from a global perspec- 
tive, London’s position appears to 
be secure, provided it maintains its 
prudent attitude toward wealth. Its 
largest rival is Moscow, with its spe- 
cial—and highly precarious—treatment 
of Russian oligarchs. Paris now has 
only 21 billionaires—and is fast losing 
those, thanks to Francois Hollande’s 
75% tax regime. Mumbai, which, given 
the general wealth of India, ought to 
have scores of billionaires, also has 
21. Beijing, with its fierce restrictions 


on capital movement, preventing 

its highly successful exporters from 
expatriating their profits, has 36, and 
Taipei, whose economy is about 5% 
of mainland China’s, has 20. 

Two of the most noteworthy ref- 
uges for the superrich are Hong Kong, 
with 46 billionaires, and Singapore, 
with 18. As both of these former Brit- 
ish colonies have financial institutions 
modeled on City of London lines, 
it’s easy for the rich to move capital 
among the three financial centers. 


GETTING IT RIGHT 


London has also become one of the 
world’s top cities in which to live. 
Properties, though expensive, are 
excellent, and values tend to in- 
crease steadily. The food, in quality 
and variety, rivals that in Paris. As a 
travel center, London is probably the 
best-placed major city in the world. It 
also has a glamorous and stable royal 
family, notable for its teeming young 
princes and princesses—an aristocracy 
who live in historic homes accessible 
to the public. And its artistic, musi- 
cal and, above all, theatrical richness 
make New York, Paris and Rome, its 
only rivals, seem inferior. 

But, as with any big city, London’s 
attraction is always precarious. It 
takes only one wayward leader to 
make an almighty mess of things. 
However, should Boris Johnson 
decide to take over the prime minis- 
tership from David Cameron—which 
seems increasingly likely—then the 
Tories look set to run Britain for 
some time. That means a safe haven 
for the very rich, for security is what 
they prize above all things. @ 
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THOUGHT LEADERS 


RICH KARLGAARD — INNOVATION RULES 











ADVICE TO GRADS 
GET HEALTHY AND INVEST 


Excerpted from Rich’s June 7 com- 
mencement speech at Northcentral 
University 

Successful people brim with ener- 
gy. Have you noticed that? The lucky 
ones are born that way, but most of us 
need to cultivate it. So let me ask you: 
How are your energy and health? Are 
you fit enough for the climb ahead? 

Google “triangle of health” and 
you'll find the answers. The triangle 
is a very easy-to-understand guide to 
balanced health. 

The first side of the triangle is 
physical health. We all know what 
that means. If you don’t, look in the 
mirror. Maybe a full-length mirror. 
While you’re naked. Yikes! 

Invest in your physical health. Tol- 
erate no excuses. Let nothing stand 
in the way. Eat wisely. Exercise. Get 
enough sleep. That’s it—no fads re- 
quired. So simple you might miss it. 

Just do it. This 21st-century econ- 
omy requires tremendous amounts of 
energy. To succeed, you must maximize 
whatever God-given health you have. 
Think of yourself as a business athlete. 

The second side of the triangle is 
mental and emotional health. This 
one, let me tell you, is harder. Ask 
yourself: Is there any mental baggage 
holding me back? If there is, deal 
with it now; don’t wait. Find a priest. 
Find a shrink. Find a support group. 
Do whatever it takes. 

Personal story: I recently went to 
a former Hollywood actor for speech 
lessons. He advised me on how to 
breathe, how to stand, how to ges- 
ture. “Don’t scratch your butt,” he 
said. All of that helped. I think. 

Then we spent the next several 
sessions talking about mental bag- 
gage. Holy cow! We talked about fear, 
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mainly. What makes us afraid? Per- 
fectionism, perhaps? Fear that we’ll 
look bad? That we'll suffer terrible 
humiliation if we fail? But what if 
our greatest fear is not a fear of fail- 
ing but of succeeding? Maybe, deep 
down, we think some bully from our 
past is going to reappear and beat us 
silly if we dare to succeed. Or, sadly, 
we misinterpret the religious mean- 
ing of humility, as if God created us 
to be doormats. After all, who are we 
to succeed? 

We sabotage ourselves in dozens of 
ways. Confront these issues. Bring them 
out into the open and deal with them. 

Class of 2014, you’ve worked too 
hard and come too far to get tripped 
up now. After today you'll be playing 
on a higher level. You can’t let mental 
baggage hold you back. 

The triangle’s third side is social 
health. Here’s a fact that might sur- 
prise you. Did you know that single 
men die 8 to 17 years earlier than 
married men? It turns out that being 
single isn’t the culprit. The culprit is 
isolation. Single men have a greater 
tendency to isolate themselves than do 
single women. They drink more, they 


drive worse, they troll creepy websites. 

Social health matters greatly. So as 
you climb the mountain, don’t forget 
your social health. Cherish and nur- 
ture your key relationships—those 
with your spouse, your partner, your 
family, your friends. Stay away from 
creepy websites. 


INVEST, DON'T CONSUME 


Every successful person I’ve ever 
met, from Warren Buffett to Bill 
Gates and from Pastor Rick Warren 
to rock singer Bono, looks at a dollar 
of money or a minute of time and 
thinks in terms of investing it, not 
consuming it. It’s remarkable how 
consistent this investment mind-set 
is among the very successful. 

Bill and Melinda Gates are now 
the world’s largest philanthropists. 
But they want—and expect—their bil- 
lions of dollars to do something: save 
children from malaria, build cleaner 
water systems. 

Bill Gates is not about making 
himself feel better by giving money 
away. That would be for psychic 
consumption. He’s too disciplined 
for that. Gates is about investing for 
a return. 

Pastor Rick Warren decided he 
needed to lose weight and get fit. 
Subsequently, his fundamental view 
of food changed. Instead of consum- 
ing food to satisfy fleeting desires— 
which all of us are prone to doing— 
Pastor Rick now invests in his body 
as if it were God’s temple, which he 
believes it is. 

Class of 2014, drop “consume” 
from your vocabulary. Never con- 
sume. Always invest. @ 
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Expertise isn’t.a given. It’s learned. We know. We started the first private aviation service back in 
1964. And we've been perfecting it ever since by developing the largest private fleet in the world 
and all new standards for safety. So we can help you make your own way — wherever that may be. 
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THOUGHT LEADERS 


CLYDE WAYNE CREWS JR. — THE APOTHECARY 





THE CURIOS 


REGULATION DESTABILIZATION 


As promised, President Obama is ensur- 
ing that everyone’s electricity rates will 
“necessarily skyrocket” via new Envi- 
ronmental Protection Agency carbon 
dioxide emission rules that effectively 
wipe out new coal power and replace it 
with less efficient renewables. 

Meanwhile, over at the Food & Drug 
Administration a new rule would regu- 
late the serving size of breath mints. No 
more tyranny by Tic Tacs. 

From regulating mints and food 
labeling, to systemic risk in banking 
and finance and, probably soon, insur- 
ance and cybersecurity, no aspect of 
American life remains untouched by 
bureaucrats and presidential decree. 

That’s why wrestling down federal 
spending and taxation won’t suffice 
anymore. Regulations are equally as 
punitive. 

In my annual report for the Com- 
petitive Enterprise Institute titled 
Ten Thousand Commandments: An 
Annual Snapshot of the Federal Regu- 
latory State, I calculate that the cost of 
federal economic, environmental and 
health and safety regulation is around 
$1.86 trillion annually, based largely 
upon government data. 

That’s more than half the size of 
President Obama’s recent $3.9 tril- 
lion federal budget proposal, and it’s 
greater than the entire federal budget 
was back in the 1990s. 

If U.S. federal regulation were a 
country, it’d be the tenth largest, right 
there between Italy and India. For 
the typical family that regulatory cost 
amounts to $14,974 annually: 23% of 
average U.S. household income. 

That $14,974 is more than the aver- 
age household spends on health care, 
food, transportation, entertainment, 





clothes—on everything except housing. 
But we don’t officially measure regula- 
tions’ costs; we just add to the load. 
The Federal Register, the daily 
depository of all Washington’s rules, 
was 79,311 pages long last year. Of the 
Register’s five highest annual page 
counts, four occurred under Obama. 
And the numbers are staggering; 
3,659 rules were issued last year, by 63 


seven. Less than half of one percent 
of the total. 

As more of the economy becomes 
steered by Washington and cronyism, 


the traditional, democratic lawmak- 
ing process is further undermined. 


Financial regulations make credit 
less available, energy regulations 
make energy less affordable, and labor 
regulations further reduce the ability 


of firms to hire new workers. 


We can fix this. Politicians are 


transient, as can be their man-made 


rules. Mistakes can be undone. 
A bipartisan, annual Regula- 


tory Reduction Commission could 
weed out costly or extraneous rules. 


Congress could vote the commis- 
sion’s findings up or down, without 
amendments. 

And we could require that for 
every new regulation another must 


be eliminated. And the new rule must 








FEDERAL REGULATION AMOUNTS TO 
$1.86 TRILLION A YEAR, MORE THAN THE 
WORLD'S TENTH-LARGEST ECONOMY 








departments, agencies and commis- 
sions. Meanwhile, Congress passed 
and the President signed 72 laws. 

That means there were 51 new reg- 
ulations enacted in 2013 for every law 
passed by Congress. Most lawmaking 
is now done by the unelected. 

Into this environment the White 
House’s Office of Management & 
Budget just released its annual Report 
to Congress on the Benefits & Costs of 
Federal Regulation. 

Out of thousands of rules, guess 
how many regulations underwent 
a full cost-benefit analysis. Only 
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sunset or expire, unless Congress 
were to explicitly extend it. We also 
need a regulatory budget to cap the 
economic costs that federal agencies 
can impose. 

And finally, every major regula- 
tion—one costing more than $100 mil- 
lion a year—ought to be approved by 
Congress, rather than merely imposed 
by bureaucrats. No more regulation 
without representation. 

It would be nice to double GDP, in- 
stead of regulations. You don’t have to 
tell the grass to grow—you just need 
to take the rocks off of the grass. The 
time has come for us to take the rocks 
off of the U.S. economy. @ 


Fl y 


Wy & 


















ay, 


ETE) 7 Vue celebrates our country's proud he 
He yee AV a (eT es play or a financially secure 






ad 
res 


See | 


Ce ye ee | 


at a! ey 
-s 


re ate 1 





bd Cr Ee te o as 

ti Fs ee ee ee 
3 | od 

Ps o 

Leg oe | ee ae 






; a 







: a a"! 
Be SOO ae CE 
Mutual of America® Breer fo) eee b/g Ses eae 


NY 10022-6 





REINVENTING AMERICA 








Manufacturing’s" 
Singular Revolution 


A Michigan engineer's radical idea—to build parts 
one at a time—could overturn a century of factory 


work and save industry billions of dollars. 


BY JOANN MULLER 


Cell solution: A background in biology drove 
Ted Duclos’ insight that production lines could 
improve by mimicking living organisms. 


42 | FORBES JUNE 30,2014 





t’s a basic tenet of mass production: 
Making things in batches is the most 
efficient way to manufacture any- 
thing. So why, then, is lean manufac- 
turing evangelist Ted Duclos arguing 
that America can revitalize its manufacturing 
base by making things one at a time? 
“Tt’s counterintuitive in the minds of 
many,” admits Duclos, president of Michigan- 
based Freudenberg-NOK Sealing Technolo- 


gies (a joint venture between Germany’s 
Freudenberg and Japan’s NOK). Having 
obsessively thought for years about how to 
improve manufacturing processes, he’s con- 
vinced he’s on to something big. 

Instead of using a massive injection-mold- 
ing machine to shape a bunch of thermoplas- 
tic pieces simultaneously (sometimes with 
inconsistent results), he’s promoting a system 
of small, single-cavity presses that squeeze 
out one flawless part at a time. 

It sounds arcane, but it could be revolu- 
tionary. One two-year study of seals 
made using the single-cavity process 
found a 20% improvement in quality 
with similar cost savings. And since 
molded parts are inside nearly every 
consumer product on earth, Duclos’ 
ideas could affect manufacturers 
everywhere, especially in precision 
industries like automotive, construc- 
tion and agriculture, where consis- 
tency and quality matter most. 

Early results are promising. 
Chrysler, for instance, was looking 
to replace a piston in its automatic 
transmissions with a more cost- 
effective and lightweight alterna- 
tive. Working with plastic sup- 
plier Chevron Phillips Chemical, 
Freudenberg-NOK used the single- 
cavity injection-molding process to 
produce a piston as durable as the 
aluminum one it replaced but was 
30% lighter and had six times better 
quality. There was no material waste, 
and the whole process required 
20% less floor space in the factory. 
Chrysler wouldn’t say how much it 
saved overall, but the project earned 
an award for innovation from the Society of 
Plastics Engineers. 

“Tt’s a very big deal,” says John Shook, a 
Toyota Motor veteran who now runs the Lean 
Enterprise Institute in Cambridge, Mass. “Go 
back to what Henry Ford did 100 years ago,” 
he says. “He got single-piece flow on the as- 
sembly line. Now how do you extend that all 
the way up the supply stream? That’s what 
we’ve been working on for 100 years. Some of 


Somewhere in America, a new era of manufacturing has 
dawned. An era where manufacturers in every industry 
are relying ona highly skilled workforce and innovative, 
new technologies to produce more complex products, 
more efficiently than ever before. And they're turning 
to Siemens to get it done. 


In St. Louis, Siemens has helped Schlafly Bottleworks 
brewery double production without sacrificing the quality, 
craft brews that built the company. 
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By combining intelligent hardware and software, 
the Siemens system also enables the brewery to easily 
transition production between beer styles and make better 
use of working hours. Today, it has a distribution area the 
owners never thought possible. 


Siemens is working with some of the most forward- 
thinking companies to improve efficiency and productivity, 
to make more with less and to grow the economy. Because 
it’s not just about making things right, it’s about making 
things right for people, for business and for America. 


Siemens technology 
helped this brewery 


double production. siemens.com/answers 
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MORE FROM LESS 


TRADITIONAL BATCH MOLDING MAY SEEM MORE EFFICIENT, BUT 
IT ACTUALLY CREATES MORE WASTE, SLOWER PRODUCTION 
AND LOWER QUALITY THAN SINGLE-CAVITY MOLDING. 





OLD METHOD: Plastic or rubber material is injected into multiple molds. 
Heating creates a sheet of molded parts. Excess material is trimmed from 


individual parts. Waste is recycled or discarded 
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NO WASTE 


SINGLE-SHOT METHOD: Material is injected into a series of small machines 
with just one mold each. Heating and then rapid cooling allow the machine 


to run faster, and there's zero waste to handle. 


the industry is still stuck in an old mind-set.” 

Single-shot molding, which has been ex- 
perimented with but never widely adapted, 
could be the next wave in lean manufactur- 
ing. Made popular in the 1980s by Toyota 
Motor, lean manufacturing is based on the 
Japanese principle of kaizen, or continuous 
improvement. Toyota’s objective was to elim- 
inate all waste by emphasizing just-in-time 
inventory management and fixing problems 
as they occur, so quality would be built into 
the manufacturing process. Like lots of man- 
ufacturers, Freudenberg-NOK tried to dupli- 
cate Toyota’s system by keeping inventories 
low and producing only what was needed by 
the next process in a continual flow of work. 
The problem was that manufacturers were 
merely reorganizing work around existing 
capital; in the case of Freudenberg-NOK, 
that meant trying to run its large, multicav- 
ity machines more efficiently. Before long 
Freudenberg-NOK, like most companies, had 
squeezed all the improvements possible out 
of their systems using existing equipment. 
They reached a productivity plateau. 

So in the late 1990s and early 2000s manu- 
facturers around the world began moving 
operations to low-cost countries like China. 
Productivity improved, mostly through lower 


@ 
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wages. But outsourcing had hid- 
den costs: poor quality (and the 
associated warranty expenses), 
increased shipping and higher 
inventory levels. Some companies 
shifted back to the U.S. but found 
themselves stuck with the prob- 
lem that drove them offshore in 
the first place: an inability to keep 
improving because of the limita- 
tions of the technology itself. “You 
just can’t do enough kaizens to get 
around the limits of the capital 
you are using,” says Duclos. 

His insight on single-cavity 
production stems from his un- 
usual background: He’s a bio- 
medical engineer with a mas- 
ter’s and Ph.D. from Duke and a 
mechanical engineering degree 
from Stanford. He joined Freudenberg-NOK 
in 1996 as director of technology, then added 
responsibility for engineering and opera- 
tions, where his obsession with lean manu- 
facturing took off. Ten years ago he started 
thinking about why biological systems were 
so efficient compared to factories. “If you 
think about it, biological systems are incred- 
ibly efficient,” he says. “Everything is created 
with tiny one-piece flow factories called 
cells. These cells work in parallel to become 
systems that support life. Everything that ex- 
ists—plants, animals, rubber seals—are based 
upon these single little building blocks that 
work together.” 

Single-cavity molding, he says, is more 
like biology—you have many small machines 
working together in a highly efficient, ef- 
fective manner. As you scale up with this 
approach, it drives efficiency all the way 
through the supply chain, saving money. 

Duclos’ biggest challenge now would be 
familiar to Henry Ford: getting other people, 
even inside his own company, to break with 
tradition and see the logic of what he pro- 
poses. “We're still debating this internally,” 





necessarily asking us for this, but we 


says Duclos. “Customers aren’t 
think they will.” t 

















FINAL THOUGHT 


* 


44 | FORBES JUNE 30,2014 





1S EffiClEnCy.” -BENJAMIN DISRAELI 


“There can be economy only where there 









CONCIERGE 
| AIRLINES 


| WHICH SMALL 

| AIRPORTS OFFER 
| AMERICA’S BEST 
} BUSINESS-JET 

} SERVICES? 























































Bizjet travel is on the 
ascent after a few down 


| years, which means more 

| work for FBOs (fixed-base 
operators)—full-amenity 
service providers for 
private jets. Which are the 
best nationwide? Aviation 
Industry News surveys tell 
the tale. 


| NEAR LOS ANGELES 

| AIRFLITE AVIATION 
SERVICES 

Long Beach Airport, 
Long Beach, Calif. 
Lounge with satellite TV; 
+ catering; showers; free 

| popcorn. 


NEAR CHICAGO 

J.A. AIR CENTER 

Aurora Municipal Airport, 
Sugar Grove, Ill. 
Complimentary Wi-Fi; 
gourmet coffee and cookies; 
weather briefing room; 

gym with private showers; 
“snooze rooms.” 


NEAR NEW YORK 

MERIDIAN 

Teterboro Airport, 

Teterboro, N.J. 

Private movie theater; pool 
table; sleep rooms; gym with 
private showers; touts staff 
with “warm personalities and 
friendly smiles.” 


NEAR HOUSTON 

| GLOBAL SELECT 
Sugar Land Regional Airport, 
1 Sugar Land, Tex. 

Cafe; gift shop; business 
center; U.S. Customs & 
Border Protection service. 
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#2™% The road to success runs through Michigan. 

7 Through a series of recent initiatives, Michigan 

is once again becoming a preferred place for business. 
Starting with a new flat 6% business tax. The pending 
elimination of personal property taxes. New right-to-work 
legislation. All added to redesigned incentive programs 
and streamlined regulatory processes. All to create an 
ideal combination of opportunity, resources and passion 


for business right here in Michigan. 


Michigan Economic Development Corporation 








Bootstrapping to the Stars 


XCOR proves that you don't have to be a billionaire to break into the 
space tourism industry. Some clever lease-financing skills will do. 


BY ALEX KNAPP 


he private space industry is 

a billionaire boys club. Elon 

Musk, Richard Branson, Paul 

Allen and Jeff Bezos have all 

founded companies that have 
spent tens of millions of their own and inves- 
tors’ money to get into orbit. 

Then there’s XCOR Aerospace, a startup 
in Mojave, Calif. Its founders aren’t rich, and 
they’re so thrifty they often buy machinery 
on surplus websites for pennies on the dollar. 
Its every milestone has been bootstrapped 
with side contracts and presales of tickets 
to space tourists. Yet if all goes to plan, the 
underdog XCOR may be the first company 
to take a paying customer into space in a pri- 
vately built spaceship. 

Construction on XCOR’s Lynx rocket 
plane is almost finished (in a hangar right 


Its balloon goes onl 
edge of space, so, sadly, no 
zero-G. Flights to start in 

2016. Tickets: $75,000, - 


y to nr 


next door to where Branson is building Vir- 
gin Galactic’s SpaceShipTwo). The company 
aims to begin test flights later this year. Give 
that stage 6 to 18 months before the Lynx will 
be ready to take passengers. To be sure, Vir- 
gin is a little ahead right now, having already 
completed several test flights and aiming for 
a suborbital test flight by year-end. But in the 
space industry, where progress is made two 
steps forward and one back, the timetables 
are pretty close. 

Like Virgin, XCOR offers a trip to subor- 
bital space, but the experience is different 
and the price lower (not that space tourism is 
particularly price-sensitive). SpaceShipTwo 
holds six passengers, who have each paid 
$250,000 per ticket. The ship is carried by 
airplane to high altitudes before its rocket 
fires, hurtling the craft into space and allow- 
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Elon Musk’s Dragon 
v2 holds seven 
and goes the full 
230 miles to the 


including cocktails. 


XCOR 
YZ pb aetsl gated n Ng 
one passenger at 


a time, but it can j 
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as soon as 2015. 

Tickets: $95,000. 


sending NASA 


‘SpaceShipTwo aes See by 2017. 


take six passengers 
at a time. Your best 
and only-chance 
to float with Sir 
Richard. Tickets: 
$250,000. 
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ing the passengers to float around weightless 
before descending to land on a runway. The 
Lynx holds only the pilot and one passenger, 
who paid $95,000. It takes off from a runway, 
whereupon its four rocket engines, each with 
11,600 pounds of maximum thrust, take it to 
space in minutes. The passenger will experi- 
ence weightlessness but remain strapped in. 
For a portion of the flight the passenger can 
act as a copilot, telling the pilot to perform 
different maneuvers to get a better view. 

The company was founded in 1999 by four 
employees laid off by the now 
defunct Rotary Rocket Co., a 
commercial space firm that 
had been funded by, among 
others, the late author Tom 
Clancy. They started out ina 
room in the back of a Mojave 
jewelry shop with a business 
plan that has changed little: 
build a highly reusable orbital spacecraft (the 
Lynx is designed to make four round-trips 
per day) and, lacking a billionaire founder, do 
it in little steps, each of which was designed 
to make money. 

The company made history in 2001 when 
it flew its EZ-Rocket, the first privately built 
and flown rocket-powered airplane. Share 
sales to wealthy friends helped fund that first 
project. Its second rocket plane, the X-Racer, 
was commissioned in 2005 by the Rocket 
Racing League, a group developing Nascar- 
style races for rocket planes. Its was the first 
rocket plane to feature XCOR’s piston pump 
engines, which can withstand 5,000 flights 
before being scrapped. 

When it comes to government contracts, 
XCOR has a strict philosophy: The work has 
to be commercial in purpose, or the com- 
pany will walk away. In 2003 XCOR signed a 
$750,000 contract with the Defense Depart- 
ment’s advanced research arm to develop 
pumps for propulsion engines. In 2005 it 
won a $7 million contract with NASA to 
develop a liquid oxygen tank. Both helped 
XCOR develop its rocket designs. 

XCOR’s business model took a new turn in 
2008 when Andrew Nelson came on board as 


a 





XCOR’s Lynx can fly four times a day. 


COO just as the credit bubble popped. XCOR 
had to lay off half of its staff, and executives 
went without salary for 14 months. Nelson, a 
former aerospace engineer turned investment 
banker, came up with the clever idea to bor- 
row the “wet lease” concept from the airline 
industry. In a wet lease the plane manufactur- 
er finances the aircraft and provides crew and 
maintenance. All the airline does is the sales 
and marketing. In 2008 XCOR signed a deal 
with Space Expeditions Corp. of the Nether- 
lands, whereby Space Expeditions will sell 
tickets for suborbital flights on 
Lynx aircraft that are owned 
and operated by XCOR. 

Nearly 300 tickets have 
been sold at $95,000 each, 
providing XCOR with 
enough cash to develop the 
Lynx. Additionally, as part 
of the wet lease agreement, 
Space Expeditions makes set payments to 
XCOR as the Lynx hits certain milestones 
in its development. XCOR is also getting 
paid to develop a second-stage rocket with 
the United Launch Alliance, a joint venture 
between Boeing and Lockheed Martin that 
launches military payloads. 

To date the company has grossed about 
$50 million and raised another $28 million 
in equity plus $10 million in incentives to 
move its corporate headquarters to Midland, 
Tex. Compare that to the financing behind 
Virgin Galactic, which has raised $390 mil- 
lion by selling a 38% stake to Abu Dhabi’s 
Aabar Investments and accepted more than 
$70 million in deposits from approximately 
580 individuals. 

XCOR’s CEO, Jeff Greason, shrugs. “Hav- 
ing more money doesn’t necessarily speed up 
the solution to your fundamental technical 
challenges.” That leads to the other question 
he gets a lot: Are you going to beat Virgin 
into space? 

“T’m not sure anybody ever believes the 
answer, but the truth is, I don’t think about it, 


and I don’t care. We’re in a race with * 





physics and economics. Not with the 
neighbors.” 
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“The dinosaurs went extinct because they 
didnt have a space program.” -LaRRY NIVEN 
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| Forbes.com users 

} are talking about. 

| Fora deeper dive go to 
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| PERSON 

| REED HASTINGS 

| The newly minted billionaire 
1 cofounder of Netflix is upset 
| that he had to cut deals with 
| Comcast, Verizon and AT&T 

| to pay for smoother Web 

| streaming. Doth he protest 

| too much? 


| COMPANY 

ALIBABA 

| Chinese giant launches 

| 11 Main, an online retail 

+ emporium featuring smaller- 
4 scale U.S. vendors of crafts 

} and other goods. Can Jack 

} Ma finally conquer America 

| from the inside? 


| IDEA 

| DENIAL OF SERVICE 
| ATTACKS 

|} Common cyberthreat 

| worsens, with barrages 
| recently disrupting service at 

| Feedly and Evernote. Attacks 

| bigger than 400 gigabits per 

} second, enough to flatten 

| almost any corporate network, 
| are now increasingly common. 
| Gee gatefold, page 51.) 
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GLOBAL SECURITY UPDATE 


This single 320-gigabit 
attack was 30 times the 
average size and could easily 
have flattened the networks 


of most Global 2000 firms. 


INTERNET e 
INSECURITY 


Once relegated to the phreaks and nerds, cyberthreats 
now occupy a central place in the cultural conversation as 
the Internet has become a more hostile place. Look at the 
growth in just one common scourge: distributed denial- 
of-service attacks. Solutions? We asked ten of the smarter 
people we know for their best ideas. 
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RISING TIDE 


Denial-of-service attacks are pummeling networks 
worse than ever, as hackers learn to force-multiply 
by digging into Web infrastructure such as data 
centers. Attacks larger than 20 gigabits per second 
rose eightfold in 2013 compared with 2012. 


SOURCE: ARBOR NETWORKS 
AND THE ATLAS ACTIVE THREAT 
Peak gigabit per second DDoS attack by month. LEVEL ANALYSIS SYSTEM. 
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SO WHAT ARE WE PeSouseaitavant ci ctr ups aeniasee 
GOING TO DO ABOUT IT? ep rene ie Ae Wonk 
fundamentally requires a mind- and big date 





Ten cyberexperts offer up their best ideas for stemming the 


set shift. I’d like to see more that compar 


threats we face. Note: Almost every one of them muttered internet users place fariess Sinlel crew ran 

something about there being no silver bullets. reliance on automated tools for security and Indeed, having trust in a 
take a defensive posture that begins with an mately determine if peor 

BY KASHMIR HILL AND BYRON ACOHIDO appreciation that everything can be hacked connected products and 
but that bad guys are mostly after informa- of this, companies must 
tion of value that isn’t adequately protected. about how they handle c 
This means educating oneself about the limi- have robust corporate pr 
tations of security tools and taking proactive privacy and ultimately be 


steps to shore up these defenses.” their actions.” 








4.58% 


Korea 
4.21% 


YOU THOUGHT CHINA WAS BAD 


tries that originated (above) and received (below) the most denial-of-service attacks 
abit per second in the past 12 months. The huge unknown category underscores the 
in tracking down the origins of attacks, which can bounce from offshore servers. 
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BY THE NUMBERS 


ANNUAL ESTIMATED REVENUE OF TH 
GLOBAL CYBERINDUSTRIAL COMPLE) 


S115 BILLION 


LINES OF SECURITY SOFTWARE COD! 
20 YEARS AGO: 


5,000 


LINES OF CODE TODAY: 


_>10 MILLION 


NATIONS CAPABLE OF WAGING ADVANG 
CYBERWARFARE: 


20 


FEDERAL CYBERSECURITY PROFESSION, 
RELATIVE TO NEED: 








NUMBER OF FIRMS LOBBYING CONGRESS 
CYBERSECURITY ISSUES IN 2001: 
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NUMBER IN 2012: 


PERCENTAGE OF U.S. CEOS WHO THIN 
CYBERATTACKS WILL IMPEDE GROWTH 


69 


CHANCE ANY GIVEN EMPLOYEE 
WOULD CLICK ON A PHISHING E-MAIL 


21N 10 


MOST POPULAR PASSWORD USED TO 
PROTECT COMPUTERS: 


“PASSWORD” 


SECOND MOST POPULAR: 
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CHRIS YOUNG SVP. Security 
Business Group, Cisco 

“Each connection in the Inter- 
net of Things brings new risks 
that challenge defenders to 
provide enhanced levels of pro- 
tection. This requires a threat- 
centric approach to security, with solutions 
that work together, collecting and sharing 
intelligence, with a coordinated focus on 
threats. This is the only way to protect what 
matters most. With the Internet of Things 
every company becomes a technology 
company, and every company becomes a 
security company.” 








CHAD SWEET CEO, the 
Chertoff Group, a security and 
ft risk advisory firm 

Ys } “Corporate America rarely 

; ='£ grows 100% organically any- 
é Se a more. M&A is almost always 

involved. Increasingly when you 

acquire a company, you inherit all of that 
company’s cybersins. If their systems are 
infected or breached, you're infected. In the 
same way a financial audit is done to make 
sure the books aren't cooked, there needs 
to be a cyberaudit to give stakeholders 
confidence that the key, valued intellectual 
property they are purchasing for future rev- 
enue has not been compromised.” 
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EDITH RAMIREZ Chairwom: 
Federal Trade Commission 
“Businesses should encrypt 
sensitive data. Encryption, 
properly implemented, is 
becoming more important. 
That applies to sensitive infc 
mation across the board. Online security 
for children’s information is of particular 
concern. The Children’s Online Privacy 
Protection Act gives parents the right to 
control the collection of personal informs 
tion from their kids. If parents okay the 
collection, the website or app must provi 
reasonable security for the information, ¢ 
risk a fine from the FTC.” 





THROW WEIGHT 


Here’s a look at which countries hit one another most often (or at least where the hackers 


the heaviest attack and are also the countries from which the most cybergrenades are thrown. 
Percentages are the portion of total attacks from the originating nation. 


| pretend to be coming from). The battle lines are not easily drawn. The U.S. and China are under 
| 
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HEATHER ADKINS Manager. 
Information Security, Google 
“For the last 20 years we've 
been playing catch-up to fix 
operating systems that were 
designed in the 60s and 70s. 
We need to rethink that from 
the ground up. For instance, instead of run- 
ning lots of different programs and apps, 
we should have users work with a single 

interface, like a browser, through which they 
can do multiple things. That will keep the at- 
tack surface smaller: If you have a big castle, 
| it’s hard to defend, but if you have a smaller 
castle, it’s easier.” 








DANIEL SUAREZ Sc\-{) writer, 
author of Daemon and Influx 
“The Internet wasn’t intended 
to be a secure network, yet 

it’s been pressed into service 
for online banking, stock trad- 
ing, industrial process control 
systems and more. What we need is an 
Apollo-like national project to build a new, 
secure network for critical infrastructure that 
would use a separate protocol, proprietary 
hardware, dedicated fiber-optic lines and 
powerful encryption to eliminate all but the 
most elite interlopers. This wouldn’t replace 
the Internet; it would only be used where 
identity and trust are critical.” 





PETER SINGER Coauthor of 
Cybersecurity and Cyberwar: 
What Everyone Needs to Know 
“The most important thing we 
can do is shift our human incen- 
tives, organizations and mental- 
ity away from the aura of fear 
and ignorance that surround too much of 
cybersecurity now to working toward some- 
thing more effective: resilience. Defense and 
deterrence can only go so far. As long as 

we use the Internet, we will always face risk. 
The key is how we can power through these 
threats and bounce back quickly. ‘Keep calm 
and carry on’ should be the mantra for the 
systems we use and for our psyche.” 
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IHRIS SOGHOIAN Principal 
echnologist, ACLU 

-or all the talk in Washington 

f the importance of cyber- 

ecurity, there is no agency in 
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and making sure regular 
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patch vulnerabilities to protect 
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JOE SULLIVAN Chief security 
officer, Facebook 

“When core Internet technolo- 
gies are well-maintained, the 
Internet works. When they fail, 
the best-laid security plans 
collapse. If we’re going to pre- 


vent future Heartbleeds, we need security 
infrastructure to keep up with billions more 
people coming online. As an industry, let’s 
invest in technologies that secure mobile 
networks, data-center traffic, and the web- 
sites and apps people access every day. We 
have to make it easier for future developers 
from anywhere to choose secure options 
from the start.” 





CYBER’S MOST WANTED 


The FBI got little buzz last year when it debuted its 
cybercriminal most wanted list. Things got serious when 
the bureau put five Chinese army officers atop the list. 
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JABBERZEUS BJORN DANIEL _ALEXANDR CARLOS 


ANDREY 
SUBJECTS SUNDIN SERGEYEVICH ENRIQUE NABILEVICH 
BOBNEV PEREZ-MELARA TAAME 


Since 1950 the Federal Bureau of Investigation has plastered 

U.S. post offices with mug shots of America’s worst outlaws. The 
iconic most wanted list first went online in 1995, and since then 
the bureau has solved 66 cases as a direct result of posting faces 
on the Web. It took until last November, though, for the FBI to 
acknowledge fully the era we live in by prominently publishing 
online its most wanted list of cybercriminals. 

The original list didn’t get much buzz, as it was dominated 
by the expected shifty-looking Eastern European credit card 
scammers. A standout on the list (though it’s not ranked) was 
Bjorn Daniel Sundin, a 35-year-old fugitive from Sweden indicted 
in 2010 for running a $100 million bogus-software scam. Then 
last month the FBI shook things up by putting on the list five 
officers in the People’s Liberation Army of China. The officers 
had just received fresh indictments on 31 criminal counts for 
their alleged roles in hacking into Westinghouse Electric, Alcoa, 
Allegheny Technologies, U.S. Steel, the United Steelworkers Union 
and SolarWorld. Chinese officials denounced the charges, calling 
out the U.S. for its spying. 

No one honestly expects the FBI’s move to result in the arrest 
of senior Chinese military officers. “But this places a significant 
amount of pressure on them,” says Michael Quinn, a former FBI 
agent and currently associate managing director at Kroll, an 
investigations firm. “lf the FBI continues to indict individuals from 
China, | tend to think they will have fewer individuals willing to 
conduct this kind of cyberespionage.” 

The naming and shaming of Chinese soldier-spies shows 
America’s resolve, not to mention technical chops, at snooping 
out the snoops. FBI cyberforensics specialists collected evidence 
by “spying right back to the very [Chinese] government facility, 
desk, keyboard and specific government-trained hacker,” says 
Steven Martinez, a former FBI agent and now managing director 
of Stroz Friedberg, a New York City firm that investigates network 
breaches. “This directly reflects what | Know to be the FBI’s 
highest priority within its cyber program—namely, to address 
threats from sophisticated, state-sponsored actors,” he says. 

The five officers were part of Unit 61398, allegedly a 
cyberespionage wing of the People’s Liberation Army. They 
were caught systematically pilfering design and technical 
specifications, sensitive e-mails and financial information from 
2006 through April 2014. A recent report from digital forensics 
firm CrowdStrike outlines evidence of a much larger Chinese- 
sponsored spying collective that includes other military cyber- 
spying units as well as loosely knit contractors. 

At the very least the notoriety from being on the list ought to 
put a crimp in overseas travel plans for the accused, who now 
face the risk of being identified, arrested and extradited, says 
Martinez. Meanwhile, the bureau’s cyberlist gains more luster, 
something that can only reinforce the slow but steady progress 
being made in coordinating investigations across borders to stop 
bad guys. —B.A. 
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Venture By 
Numbers 


Correlation Ventures trusts only 
a computer to figure out which 
tech startups to bet on next. 

So far it appears to be working. 


BY GEORGE ANDERS 


sk Trevor Kienzle about his 
favorite movies and within 
an instant he’s gushing about 
Moneyball. “It inspired me,” 
says Kienzle, a bald, skin- 
ny fellow who hardly looks like the movie’s 
real-life hero, sports executive Billy Beane. 
(There’s even less resemblance to Brad Pitt, 
who portrayed Beane.) But Kienzle has a big- 
ger point to make. 

The movie lionized Beane for building 
a winning baseball team on a puny payroll. 
The key: powerful data analytics that pin- 
pointed valuable players who were under- 
priced in the market. Take a close look at 
venture capital—where Kienzle and part- 
ner David Coats work—and the same num- 
ber-crunching magic can be put to work, 
too. At least, that’s what the two maverick fi- 
nanciers have been contending nonstop for 
nearly a decade. 

Stubborn to a fault, by 2007 Coats and 
Kienzle had quit their jobs at mainstream 
venture capital firms to see if they could set 
up Silicon Valley’s first quant venture firm. 
Their mission: to stockpile 25 years’ worth 
of data on just about every venture deal ever 
done, to comb through this data with pro- 
prietary algorithms and then to pick invest- 
ments via pattern-matching software. Naive- 
ly, they thought they could be up and running 
by mid-2008. Instead, it took an extra three 
years to raise all the cash they needed, with 
harrowing zigzags along the way. 

Today Coats and Kienzle are having the 
last laugh. Their firm, Correlation Ventures, 





runs a $166 million fund that has made 
about 85 algorithm-driven investments in 
startups. Coats is in San Diego and Kienzle 
in Palo Alto, Calif., though with their 
hands-off approach they could just as easily 
run the fund from a submarine under the 
North Pole. While it’s too early to know for 
sure whether Correlation has the winning 
touch, its early showings are consistent with 
funds that eventually produce double-digit- 
percentage gains. 

Correlation’s most obvious winner is a 
$1 million mid-2011 investment in Virsto, 
a storage software company acquired by 
VMware in February 2013 for about $200 
million. That translates into a 5-to-1 payoff 
for Correlation, or about 185% a year be- 
fore fees. Extra profits take shape as compa- 
nies raise new money at higher valuations 
than Correlation paid for its shares. A look 
at Correlation’s portfolio shows that likely 
winners-in-the-making include Good Eggs, 
Aldea Pharmaceuticals and AirPR. 

Many of Correlation’s picks involve young 
Silicon Valley companies that also catch 
the eye of notable venture firms such as Se- 
quoia Capital, Accel Partners, Battery Ven- 
tures, InterWest and Canaan Partners. Those 


David Coats and Trevor 
Kienzle have built a 
$166 million fund to 
ply their Moneyball 
approach to venture. 
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overlaps are deliberate. Correlation’s se- 
cret algorithms weigh heavily on the track 
records of the entrepreneurs, investors and 
other advisors. Correlation believes that rep- 
utations aren’t random. Also highly prized is 
a company’s ability to spend money efficient- 
ly. Correlation has a good idea how much it 
costs a startup to pass through its stages of 
development. A prospect rolling ahead ona 
tight budget looks appealing. A spendthrift 
rival, not so much. 

Beyond that, valuation matters. Correla- 
tion’s algorithms often turn up companies in 
out-of-the-way locales such as Oneonta, NY. 
where startups are rarer and bargains may be 
easier to find. Correlation’s selections include 
a weight-loss company in Chicago (Retrofit), 
a Nashville payments processor (edo Interac- 
tive) and a biotech company in Malvern, Pa. 
(Galera Therapeutics). 

Correlation typically invests $100,000 
to $3 million at a time, making it a small to 
midsize participant in financing rounds led 
by a fresh venture capitalist. That means Cor- 
relation needn’t repeat the extensive due dil- 
igence of other investors that have already 
confirmed the startup’s health and probity. 
As aresult Correlation acts fast, typically in- 
jecting funds into companies just two weeks 
after initial contact. Traditional venture firms 
can take as long as six months. 

“Correlation is fast, reliable and easy to 
do business with,” says Mark Davis, who 
cofounded Virsto, the storage software 
company that VMware ultimately bought. 
Correlation didn’t want a board seat—and 
didn’t offer much business advice—but that 
hands-off approach suited Davis. He was al- 
ready graced with all the venture capitalists’ 
advice he needed. 

In ego-rich Silicon Valley being bashful 
can be a competitive advantage. Coats’ “aha 
moment” came in 2005, when he was a part- 
ner in a traditional venture capital firm and ar- 
ranged a San Francisco dinner with five of his 
portfolio-company CEOs. “They all needed 
more funding soon,” Coats says. “I asked them 
what they wanted from their next venture cap- 
italists. I expected them to rattle off areas of 








» GADGETS 
expertise. Instead they told me: ‘If you really 
want to know the truth, we just want someone 
who will give us cash and then leave us alone. 
We're getting plenty of advice already.” 

The lesson sank in. When Coats and 
Kienzle set out in 2007 to raise money for 
Correlation, they billed themselves as the 
financial equivalent of an ideal, last-minute 
dinner guest—filing out companies’ fund- 
raising lineups without annoying anyone. 
The firm spent much of its first two years 
weathering the financial crisis and building 
its databases. (The firm now has detailed 
information on 60,000 venture capital fi- 
nancings since 1987—about 98% of all deals.) 
Eventually institutional investors such as 
the University of Texas’ endowment provid- 
ed the funding that Correlation needed to 
roll forward. Star academics such as Harvard 
Business School associate professor Matthew 
Rhodes-Kropf and the University of Chica- 
go’s Steven Neil Kaplan signed on as advisors. 

Correlation’s critics, and even some 
of its boosters, fret that the firm’s real- 
life results might not live up to the dream 
portfolios created by its algorithms, especial- 
ly if Correlation fails to win access to Silicon 
Valley’s hottest deals. So far, Correlation’s 
founders say, such adverse selection hasn’t 
been a problem. That’s partly because Corre- 
lation has worked hard to build friendly ties 
with leading venture firms—going so far as to 
line up 30 venture capitalists as small-scale 
investors in Correlation’s own fund. 

Coats says there’s a separate, happy sur- 
prise hidden in Correlation’s database. Over 
the years, he has found, some top-performing 
deals turned out to be ones that took annoy- 
ingly long to close. So if Correlation can’t join 
hotly oversubscribed deals, he says, that may 
not be much of a loss. 

In baseball Moneyball’s Billy Beane liked 
players who were uniquely good at getting 
on base, even if they did so by unglamor- 
ous methods like drawing a lot of walks. For 
bargain hunters like Coats and Kienzle it’s 


the same story: Harness the data * 


Now even layabout 
4 backyard hopheads can 

7 experience the exquisite 

1 frisson that comes from 
doing right by Mother 
Earth: Behold the eCool 
($369; eng.ecool.dk), a sort 
of beer-can fallout shelter 
that will keep a case of suds 
1 chilled indefinitely without 
refrigeration or electricity— 
4 so your carbon footprint 

| shrinks as your calorie 

4 count increases. Developed 
+ by four guys from Mors, an 
} island in northern Denmark 
| (where you’d think keeping 
) beer cold wouldn’t be much 
1 of a problem), eCool is 

‘ compact: Less than a foot 

3 in diameter, the device can 
| be installed with a shovel, 

7 garden drill or posthole 

| digger to a depth of about 
| 4 feet. The lid is all-weather 
7 insulated, so even the 

| cans nearest the surface 

7 will stay as cool as those 

| down below—and maintain 
} aconsistent temperature 

} whether it’s January or July. 
| Load your lager, then use 

| the hand crank to pull up a 
| few. Saving the Earth, one 

| beer at a time? We'll drink 

} to that. —Brian Dawson 
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‘Tt is a capital mistake to theorize before one has data. Insensibly one begins to 
twist facts to suit theories, instead of theories to suit facts.” —arTHUR CONAN DOYLE 
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watching colors and details come to life. 
And with one of the largest selections of 
UHD 4K movies, shows, and more, 
everything you love is better than ever. 
With the latest innovations in technology, 
experience the future of TV, now, 
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Agarwal issues no instruction to hurry, know- 
a IN a5 R © 3 R s IN e U R S) ing that people are waiting. Tough. Meetings 
begin when he shows up. The duvet suppliers 
E-COMMERCE know this as well as the jeweler, who waited 45 
ne ps ae | minutes for Agarwal to show. 

They excuse his behavior because no site 
moves its merchandise like Nomorerack. Since 
Agarwal, called Dee by all who know him, 
founded the company in November 2010, he 
has traded low gross margins (roughly 25%) for 
immense volume (more than 24 million items 
sold). Nomorerack sells cheaply priced tablets, 
knife sharpeners, rings, boxer briefs, sundresses 
and LED bulbs. Go to the site—or sign up and 
be hounded by e-mails—to find 50% to 80% dis- 
counts over other retailers. 

If you believe Agarwal, sales have exploded 
from $9 million in 2011 to $340 million last 
year, when the company made an estimated 
$85 million. This year, he claims, revenue will 
surpass $700 million. Maybe. Maybe not. No- 
morerack is privately held. Says Sucharita Mul- 
puru, an e-commerce expert at Forrester, “’’m 
not going to fully believe anything that’s not 
audited by the SEC,” assuming it goes public. 
Agarwal claims he has hung on to about 65% 
of the company through two equity raises that 
brought in $52 million from adoring, small- 
name investors. No one will comment on the 

e exact valuation, but Agarwal offers up Zulily 
Mr. Dirt Cheap as a point of comparison, which on the face of 


it seems reasonable. If valued like that fast- 





Nomorerack’s Dee Agar wal has built a growing e-retailer, Agarwal’s stake is ostensibly 
powerhouse e-commerce site selling deep- worth just under $800 million. 
discount goods with lessons he learned in If this all sounds too amazing, it is. Over the 


last three years 2,670 customer complaints— 
mainly about shoddy merchandise, lousy 
phone reps and foot-dragging refunds—have 
lready 15 minutes late to hisnext —_ been filed with the Better Business Bureau, 
meeting, Deepak Agarwal stands —_ which has assigned Nomorerack an “F.” (Most 
on acorner in Manhattan’s Dia- complaints do receive a company response, if 
mond District, waiting for ahired an unhelpful one.) That’s an extraordinarily 
car to whisk him 20 blocks south. high number, considering that Wayfair, with 


another hustlers’ industry—online porn. 
BY ABRAM BROWN 


The 29-year-old founder of a bargain-bin e- $915 million in sales, had 502 complaints over 
retailer called Nomorerack.com has just finished _ the same period. Nor does Wayfair have such 
placing orders with a jeweler inside a stuffy, active haters. Sites like Ripoff Report and 
dimly lit fifth-floor office. Next up: a bedding Complaints Board bulge with angry testimo- 
merchant. Short and plump, Agarwal perspires nials; various Facebook groups such as No- 
in the late spring heat. A buzz cut makes him morerack Is Evil have proliferated. Agarwal 
look like a teen; so do the canvas shoes, jeans shrugs. “For every one screamer out there, 
and Oxford shirt with a flyaway collar. He grins we probably have 20 to 25 happy customers.” 

Taking aim at his as a black Suburban pulls up—his preferred way | Which still means 4% to 5% of his clientele 

shoppers: “For every to get around the city—and a black-suited driver despise him. 

one screamer out there, : ; 

we probably have 20 to jumps out to open the door. “I’m a VIP custom- Then there’s his past, parts of which he isn’t 

25 happy customers.” er,’ he says with his trademark giggle. eager to discuss. Agarwal got his start—and his 
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nest egg—running a Philippines-based outsourc- 
ing firm and working within the pornography 
industry, becoming inextricably linked with a 
number of adult websites, When first confront- 
ed by these facts, Agarwal says, “There are a lot 
of rumors out there. I’ve read rumors about me 
being part of the Illuminati.” 

Agarwal prefers the sanitized biography, 
which starts with his parents dropping him off 
to live on his own as a high school student in an 
Orlando suburb while they returned to India. 
After graduating in 2003, he says, he moved to 
the Philippines, where he launched Contact 
Center, an outsourcing company that did data 
entry and phone support. Four years later he 
followed his girlfriend to her native Vancouver, 
BC., then sold his business. 
In 2010 he launched No- 
morerack with four people. 

Matt Groover, a high 
school buddy, remembers 
the past differently. Teenaged 
Agarwal, he says, developed a 
fascination with porn (and its 
easy money). In 2003 Agar- 
wal registered a site with a 
name suggestive of violent 
oral sex. Agarwal used an 
address in Sanford, Fla.—the small ranch house 
where Groover lived and, for several years, col- 
lected Agarwal’s mail and deposited stacks of ar- 
riving checks. Groover still occasionally gets mail 
for Agarwal, though he’s tried to stop it and hasn’t 
spoken with Agarwal in perhaps a decade. 

Over the next two years Agarwal registered 
at least another seven sites using this arrange- 
ment, perhaps two of which are printable: 
Daddysfriend.com and DeeCash.com. The sites 
didn’t make skin flicks but mostly offered the 
kind of movies you would’ve seen in the theaters 
that once crowded Times Square. Back in the 
early 2000s people still paid for porn on the 
Web, and the sites registered by Agarwal, say a 
couple of sources in the business, could easily 
have brought at least $10 million a year. 

A former business partner emphatically de- 
scribes Agarwal as the mastermind behind the 
sites. “He’s got balls you could see from space,” 
he says. One ex-rival, Jim Carter, claims Agarwal 
poached some of his best Filipino employees 
from his staffing company, which also serviced 
the adult industry. He has little fondness for Agar- 
wal: “He’s a f--king snake.” (Recruiting for Fili- 
pino call centers is “competitive,” says Agarwal.) 
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A guy with pull: at a 2010 networking dinner. 


Agarwal denies he ran or owned the porn 
sites. Instead, he says, Contact Center provided 
designers to create ads and programmers to 
ensure the ads drove the traffic to the porn 
websites. So if Dee Agarwal didn’t own sites like 
DeeCash.com, who did? “There were various 
owners of various businesses,” he says. “To ask 
me who owned what is a broad question.” 

Whoever owned and controlled the sites, 
they developed a bad rep within a seedy busi- 
ness. Former business associates and rivals 
say the websites engaged in so-called cross- 
selling, in which customers signed up for one 
site while inadvertently registering for several 
others, and also in what erotica executives call 
“banging credit cards”—relentless overbilling 
of customers. “I personally 
was never involved in any 
kind of fraud, any kind of 
credit card banging,” says 
Agarwal. In another mat- 
ter, a gay-porn production 
company, BluMedia, sued 
both DeeCash.com and 
DeeDevelopments.com (a 
Nevada company once reg- 
istered in Agarwal’s name) 
over alleged trademark 
infringements on BluMedia’s “Broke Straight 
Boys” videos. BluMedia never received a re- 
sponse to its lawsuit from either DeeCash.com 
or DeeDevelopments.com. 

Again, Agarwal denies any involvement in 
the lawsuit. He does admit Philippine authori- 
ties raised questions about his business—pre- 
sumably opportunistic bureaucrats looking for 
a handout—and stresses he never paid a bribe. A 
Federal Trade Commission spokesman would 
confirm only that it had received a complaint 
about Agarwal, who says he isn’t aware of any 
investigations. 

Agarwal insists he was out of the adult indus- 
try when he hosted a 2010 networking dinner 
in Vancouver that featured a couple of marquee 
names: George H.W. and George W. Bush. He 
says he met the 43rd president at a talk Bush 
gave in Calgary and claims he impressed him 
with his entrepreneurial verve. “If you reach 
Bush and ask him, I’m sure he'll recall the din- 
ner and me,” says Agarwal. A Bush spokesman 
wouldn’t comment. 

Once in Vancouver, Agarwal fashioned a 
new identity as an e-commerce impresario— 
and went to some lengths to conceal his past. 
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| The faces of entrepreneurs are 


increasingly multihued. 


| Online marketplace 


BizBuySell.com polled more 
than 2,000 prospective 
buyers and sellers of 
businesses, and discovered 


‘| that 74% of buyers were 
| Caucasian, down from 


78% a year earlier; Asians 


| represented 12%, double 
| ayear ago. Why? Asa 


route to self-betterment, 
entrepreneurs are seeking 


| new investments and 
| self-employment. Minority 


would-be buyers are younger, 
too: More than 50% of 
African-American, Hispanic 
and Asian buyers are 30 to 49 
years old, and minorities also 
dominate potential buyers 


; 18 to 29. Broad diversity may 
| take a generation or more, but 
} the trend is clear. Says Bob 


“ 


House, the BizBuySell general 


| manager who oversaw the 


study, “When it comes time to 
sell, more and more minority 
owners will likely sell to 
peers.” —Emily Inverso 
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“He cut off contact with everyone,” says his 
former business partner. His LinkedIn profile 
says merely that he founded and runs Nomore- 
rack, and doesn’t include his picture. He isn’t on 
Twitter (“I really haven’t had time”) but is on 
Facebook—again without a photo of himself vis- 
ible. The porn websites are no longer registered 
in his name, listing instead BlueRiverAlliance. 
com or MediaRevenue.com. (Neither could be 
reached for comment.) They redirect traffic 
today to a porn site called CountingStacks.com, 
which also isn’t registered to Agarwal. (It, too, 
couldn’t be contacted.) 

Nomorerack launched just before Black 
Friday in November 2010. Agarwal and his girl- 
friend (now his fiancée), Melina Ash, corralled 
asmall team to help pick products as well as de- 
sign the site. An early hit was a Zhu Zhu Pets toy 
hamster. A mention on ABC’s The View in early 
2011 gave the site a lift. 

The move to New York City in April 2012 gave 
Nomorerack greater access to suppliers and em- 
ployees. Investors followed. On the heels of a $12 
million Series A round led by Asian e-commerce 
company Gmarket came a $40 million Series B 
funding dominated by Oak Investment Partners, 
asmall firm in Greenwich, Conn., and HTV 
Industries, a Cleveland holding company. They 
all express confidence in Agarwal and praise 
his lean, capital-light company. What do they 
think of his earlier enterprises? “There’s nothing 
wrong from a business perspective,” says Ronak 
Khichadia, who invested in both rounds. “His 
ability to gather a large audience at a low cost is 
something of an amazing talent.” 

The New York office of Nomorerack doesn’t 
pulse with the electric vibe of many startups. 
While a skeletal bride drenched in blood—an 
apparent Halloween leftover—greets you near 
the door, the real lifelessness lies inside, where 
dozens of hushed engineers and other employ- 
ees tap-tap on keyboards. There’s no one at the 
ping-pong table or using the dartboard. A pile 
of empty boxes and returned socks crowd one 
corner. Sitting at small desks, 20 or so buyers 
source products and upload descriptions before 
turning the operation over to a series of algo- 
rithms, which place the most popular items at 
the top of a nearly endless stream. Each item has 


been tagged with various keywords that corre- 
spond to customer searches; microfiber sheets, 
for instance, might have “bed,” “bedsheet” and 
“hypoallergenic.” 

Nomorerack maintains no inventory of the 
goods sold on the site. It collects the money, 
books the selling price as revenue, then pays the 
supplier. The company charges a flat rate of $2 
to ship but doesn’t fulfill the orders. Suppliers 
log in to retrieve a list of the orders they need to 
fill. Agarwal makes such good use of advertising 
on social media (as well as on television) that 
Nomorerack earned some praise from Facebook 
COO Sheryl Sandberg during a quarterly earn- 
ings report. 

But it’s also earned the scorching enmity of 
many customers. “I placed three orders with 
them totaling close to $2,000, and they refused 
to replace the five items missing or refund me 
the money totaling $333,” says a typical com- 
plaint. Others say the products are incredibly 
shoddy: “My daughter’s boots have fallen apart 
already. What kind of deal is buying boots and 
having them fall apart in less than two months?” 
Many gripe about how tough it is to send some- 
thing back. “The company refuses to aid in the 
return of any products, claiming return labels 
were sent,” says one. (“We always strive to en- 
sure the merchandise we sell are high quality,’ 
says a Nomorerack spokeswoman.) 

Agarwal’s customer-service SWAT team is 
outsourced half a world away in the Philippines. 
They dial in from home. They’re on call 24 
hours a day and, supposedly, respond to every 
e-mail usually within 30 minutes. Nomorerack, 
he says, has made improvements, stretching its 
return policy from 21 days to 30 days, adding 
30% to 40% more folks in the Philippines and 
hiring more customer-service managers in the 
US. Shoppers are still grouchy. 

So is Agarwal at the end of 55 minutes, de- 
flecting questions about porn and Nomorerack’s 
challenges. The constant flicker of the motion- 
sensor lights in his conference room add to his 
annoyance. Gone is the candy bowl where he 
often helps himself to Nestlé Nerds. Gone, too, 





is his customary giggle. The interview 
ends abruptly. Says Agarwal, “I’m actu- Kk 











ally late for a meeting.” 
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* “He was gifted with the sly, sharp instinct for self-preservation 
a | that passes for wisdom among the rich.” —evervn waucu 
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| What the 55 million 

| Forbes.com users 

| are talking about. 

| Fora deeper dive go to 

; FORBES.COM/ENTREPRENEUF 


| IDEA 

| THE OVERLOOKED 

| Tospot and fix customer 

| problems, predict sales better 
‘| and offer the right employee 
| benefits, zero in on data you 

| routinely ignore. Start by 

| learning to exploit a good 

| text-analytics platform. 


| PERSON 

| ANNIE DUKE 

i History’s third-most successful 

| poker player (as measured 

| by winnings) has a lesson for 

| entrepreneurs: Study “outcome- 
| blind” approaches to decision 

4 making that take into account 

| human behavior as well as 

| mathematical variables. 


| COMPANY 
| RADIO PHYSICS SOLUTIONS 
| This U.K. startup, founded 

| by university physicists, has 

| developed a scanner that uses 

| radio frequency to detect plastic 
| firearms—the sort made by 

| 3-D printers. It recently raised 

} $1.2 million. 
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Firebrand 


In a Chinese region known 

for ethnic violence, Kudret 
Yakup is sparking his own quiet 
revolution—in capitalism. 

BY HENG SHAO 


ENTREPRENEURS CAN TAKE root in the 
most inhospitable soil. Even in China’s province 
of Xinjiang, better known for ethnic violence and 
brutal crackdowns than for Western-style entre- 
preneurship. But step into Kudret Yakup’s offices 
in downtown Urumgi and you'll see CNBC and 
Bloomberg financial news blaring on screens, 
along with framed logos and snapshots of 50 

or so global companies like Google, Goldman 
Sachs and Toyota to inspire his mission: to create 
wealth and lift the lives of Xinjiang’s 13 million 
ethnic minority members, mostly Uighurs like 
him. His Ergal Capital is part investment firm, 
part clubhouse for entrepreneurs. 

It’s a tiny effort so far: half a dozen projects 
totaling roughly $25 million from five wealthy 
investors. Erqal figures companies registered by 
ethnic minorities total 12,000 in Xinjiang, with 
fewer than 1,500 actually in operation. Count- 
ing firms that have “a three- to five-year plan, 

a growth strategy, a proper team and a steady 
stream of cash flow,” then the number is some- 
where from 300 to 500, says Yakup, 31. 

Erqal has done a $10 million buyout of a 
state-owned company with an office building 
in Urumqj’s political and business center, Tian- 
shan District, a neighborhood with ethnic styles 
and Turkish pop influences that’s also home to 
Erqal. At the nearby bazaar you can dine on in- 
testines of lamb—or watch one get slaughtered. 

Other investments are also small: 1,000 acres 
for agricultural use, $2 million into a grain and oil 
plant with German equipment and an IT start- 
up to develop an app for ordering from local 


restaurants. “We prefer investing in companies 
that could solve urgent problems for society,” 
Yakup says, citing trustworthy food factories. 
“After we gain the trust of our investors we'll 
have some luxury of diversifying into other 
risky but meaningful deals and projects.” Ergal 
collects 25% to 40% of the profits from these 
investments; as a shareholder Yakup takes a cut. 

He’s come a long way since leaving Urumqi 
13 years ago. At age 18 he went to Beijing to teach 
English, then washed dishes in Amsterdam. 
Landing in the U.S. in 2004 on a student visa, he 
attended George Mason University, transferred 
to Harvard, then took off a couple of years to 
launch an IT startup. Back in school he studied 
economics and pondered the “resource curse”— 
the idea that regions rich in resources tend to be 
economically backward. That drove him back to 
Xinjiang, where he married and had a son. 

Yakup’s U.S. training gave him a grasp of mar- 
ket research and valuation analysis, much val- 
ued skills. At the entrepreneurs club at Ergal, 
young Uighurs learn about networking and busi- 
ness models. Using his Harvard network, Yakup 
has brought in talent from multinationals to talk 
about fundraising and human resources. 

Above all Yakup is showing would-be entre- 
preneurs a new path. “If you insist on going into 
real estate, insist on getting the mines that do not 
belong to you, then you will have to rely on the 
government,” he says. “But if you open a restau- 
rant, for example, you can have tens of 
thousands of branches all over China— Kk 
nobody will restrain you.” 
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“Solve urgent problems 
for society”: Eventually 
Yakup wants to fund 
projects like the safe 
processing of food. 


‘Capitalism undoubtedly has certain boils and blotches upon it, but... it is the only 
basic institution of modern man that shows any genuine health and vigor” —W... MENCKEN 
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Diversity at the Top 








BY JUDITH TURNOCK 


he Executive Leadership Council (ELC) has long 
been the premier thought and action leader 
in advocating and demonstrating to corporate 
America the business value of diversity and 
inclusion. Now, as the ELC enters its third decade, it is 
announcing its message on the global stage. 

“\We need to stay on the cutting edge in serving the 
needs of our vastly more complex and integrated busi- 
ness world,” says Ronald C. Parker, president and CEO of 
the ELC and the Executive Leadership Foundation (ELF) 


THE EXECUTIVE LEADERSHIP COUNCIL 


The Power of Inclusive Leadership 


and retired senior vice president of PepsiCo. “Our goal 
now is to expand the dialogue to include global busi- 
ness partners. 

“We are about growth and impact,” adds Parker, 
“growth in our membership, growth in our brand aware- 
ness, growth in our presence, growth in our impact 
inside our organizations as well as throughout the busi- 
ness world, growth in our partnerships and collaborative 
relationships, growth in the impact of our message, and 
growth in our Foundation educational endeavors." 
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Diversity at the Top 


A Competitive Advantage in Global Business 


The ELC’s unique and compelling contribu- 
tion to the diversity and inclusion dialogue 
is its 500-strong membership of committed 
and passionate senior black corporate execu- 
tives, men and women who span generations 
and industries. 

“The ELC is a body of diverse, 
highly experienced, very smart 
executives, and they are the 
people—the assets, if you 
will—to create that competi- 
tive dynamic we call innova- 
tion,” explains Carla Harris, 
ELC board chair and vice chair 
of wealth management and 
senior client advisor at Mor- 
gan Stanley. “| cannot think 
of an industry where we are 
not somehow competing on 
innovation. To compete and 
retain leadership, you need the best pos- 
sible ideas, and that means you need a lot 
of different perspectives and experiences in 
the room, because perspectives are born of 
experiences.” 


Many ELC members have already served 
their companies in international assignments. 
Wherever they serve, they carry with them 
their finely tuned emotional intelligence. 
“We bring the view of the outsider who has 





always had to figure out the prevailing cul- 
ture in order to fit in, in order to become an 
insider,” observes Price M. Cobbs, M.D., ELC 
member and longtime executive coach. “This 
heightened sensitivity to others’ differences 


doesn't give us all the necessary equipment, 
but it does give us a leg up. We have worked 
out strategies here that will serve us well 
abroad.” ELC members have proven their skill 
at achieving influence and effectiveness with 
their phenomenal success in 
corporate America. On the 
global stage, they demon- 
strate their skill at “managing 
and motivating lots of differ- 
ent people,” says Harris. 


Global Membership 
Growth 
To answer the call for growth 
and impact, the ELC has 
embarked on a drive to dou- 
ble its membership. “We have 
realized that the trajectory 
of being a person of power, 
influence and impact doesn't quite fit the tradi- 
tional corporate profile,” says Parker. “A different 
breed has emerged.” 

For the ELC, this means including black busi- 
ness leaders positioned outside the U.S, as well 





Prudential Financial: Modeling Inclusiveness From the Top of the Rock 


After just a year and a half as Prudential’s 
chief diversity officer, Michele Green is 
more than upbeat. “John Strangfeld, 
our chairman and CEO, is authentic in 
his belief that a diverse workforce really 
leads to the best innovative and creative 
thought,” reports Green. Prudential’s 
results are confirmed by its recognition 
as atop employer for minorities, women, 
lesbian, gay, bisexual and transgendered 
individuals (LGBT) and veterans. Diver- 
sitylnc, Working Mother and the Human 
Rights Campaign regularly rank Pruden- 
tial near the top of their annual lists. 


Prudential’s diversity initiatives rest on 
three pillars embedded across the com- 
pany: people, markets and community 
engagement. “As John has said, we have a 
long-standing and deep-seated commit- 
ment to encouraging diversity and inclu- 
sion in every aspect of our operations,” 
notes Green. And the firm’s 12-member 
board of directors, which is almost 40% 
diverse, is “very engaged with the chair- 
man and his senior leaders about diver- 
sity and inclusion-related issues.” 





MICHELE GREEN 
Chief Diversity Officer 
Prudential Financial 


In what the company calls its “Signature 
Financial Experience Series,” a decade 
ago Prudential began surveying the spe- 
cific financial and insurance needs of His- 
panics, African Americans, women, and, 
more recently, the LGBT community. Each 
survey focused on different age groups 
and different regions of the country. 
“These surveys provide valuable insight 
for the financial services industry, inform 
the company’s multicultural marketing 
efforts and serve as unique guidebooks 
for the sales force,” explains Green. “They 
have increased financial literacy and 
raised awareness internally of consumer 
needs and, among customers, of financial 
planning needs. 


“We're doing great work at Prudential,” 
says Green. “These are just a few exam- 
ples of the vision and leadership that 
make Prudential successful in the mar- 
ketplace and a rewarding place to work.” 
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We believe diversity brings us a distinct competitive 
advantage, one that drives a rich understanding of the specific 
needs of the market—and fuels innovations tied directly 

to those needs. 


First, it’s a belief seen in what our people bring, as 
professionals from all walks of life take part in a culture 
of inclusion, and grow as contributors and leaders. 


Second, it’s a belief seen in what we bring to our communities, 
where the combination of partners, financial capital, and 
employees work in concert to support initiatives that can make 
meaningful, lasting differences and improve lives. 


And third, it’s a belief seen in what we bring to market, 
with each solution made greater by a rich array of voices 
influencing and informing how we work. 


It all adds up to help meet the financial challenges people 
face today, and tomorrow. 


(®) Prudential 


TO LEARN MORE, Bring Your Challenges’ 


VISIT PRUDENTIAL.COM 


© 2014. Prudential, the Prudential logo, the Rock symbol and Bring Your Challenges are service marks of Prudential Financial, Inc., and its 
related entities, registered in many jurisdictions worldwide. 
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as black academics, futurists and entrepreneurs. 
The ELC is ahead of the curve in establishing a 
foothold in the southern hemisphere, which 
futurist Nat Irvin Il, professor of management at 
the University of Louisville’s College of Business, 
has already identified as an emerging power 
center. Globalizing the membership, says Dr. 
Cobbs, “is both timely and necessary.” 


Representation in the C-Suite 
and on Corporate Boards 

Many of the largest publicly traded compa- 
nies already have the competitive advantage 
of ELC members as senior executives and the 
accompanying deep partnerships with the 
ELC, and there are many more opportunities. 
Representation of blacks, women and other 
people of color in the Gsuite and on corpo- 
rate boards remains too low, especially in 
relationship to their buying power and their 
representation in the population and in the 
consumer base. 

“Research supports the belief that well- 
managed, diverse teams yield better results,” 
says Parker, “so underrepresentation of 
women and minorities, especially at the top, 
continues to be a missed opportunity.” 

The ELC’s first concerted effort in response 
to this opportunity began in 2002, and the 


current Corporate Board Initiative (CBI) 
was initiated in 2011. Training sessions and 
networking events nationwide introduced 





seasoned black executives to the rigors of 
board service as well as the search firms that 
identify candidates. 

“More recently, as more ELC members 
have received board appointments, we have 


enriched the training to include preparation 
for effectiveness as committee members, one 
of the key attributes that ensure your suc- 
cess,” says Hilda Pinnix-Ragland, a corporate 
director and CBI committee member since 
the program's beginning. “We are starting to 
see results, but | wish it were faster.” 


A Five-Year Plan to Add 200 
Board Directors and 500 Top 
Executives 

At the end of 2012, the ELC added impact 
to its awareness strategy, announcing an 
ambitious five-year goal to increase repre- 
sentation of black leaders in major publicly 
held corporations by 200 directors and 500 
Csuite executives. 

“We believe in the corporate mantra that you 
can’t manage what you can't measure,” explains 
Harris. “If you are driving toward a specific goal, 
you have a better probability of achieving it. So 
we put an ambitious number on it.” 

ELGsponsored research by Mercer's Tal- 
ent Business found that the annual turnover 
in board seats and top corporate executives, 
including CEOs, fluctuates between 7% and 
8%, so capturing just one-fourth of the open- 
ings would achieve the board goal in only 
three years and the Gsuite goal in seven. “This 
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LEAGUE LEADERS AT EVERY POSITION 


Mark A. Tatum 
NBA Deputy 
Commissioner and COO 





Mike Bantom 
EVP Referee Operations 





Emilio Collins 
EVP Global Marketing 
Partnerships 





Dan Reed 
President, NBA 
Development League 





Laurel J. Richie 
President, WNBA 
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contributions made by our diverse workforce. 
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research indicates that our goals are attain- 
able,” asserts Parker. 

The most recent biennial census from 
the Alliance for Board Diversity (ABD), from 
August 2013, adds greater urgency to the ELC 
goal. The report found that board represen- 
tation for major publicly held corporations 
continues to be 70% to 75% white males, and 
those percentages have barely changed since 





the first ABD census in 2004. “The challenge 
to board diversity is not on the supply side,” 
concludes the census. ELC members are liv- 
ing proof of that conclusion. 


Diversity and Inclusion Gains 

At the same time, the Chairman’s Initiative 
is revisiting the format of the organization's 
13-year-old CEO Summit to ensure that its 





ELC President and CEO Ronald C. Parker and ELC COO Brickson Diamond 


insights lead to measurable results. 

“It’s time to act, to change the game,” urges 
Parker. “No more talking with ourselves, no 
more talking with people who think like us. 
We are ready to challenge those who have a 
different point of view. Let them test diverse 
populations and realize for themselves that 
diversity and inclusion generate the innova- 
tion that leads to growth.” 





Leading the Way to Serve and Recruit Diverse Communities in Financial Services 


Andrea Williams began her college 
career on a full academic scholarship 
to study medicine. But along the way, 
a class in economics led her in an 
exciting new direction. “I fell in love 
with the subject matter and knew 
then that | wanted to help people 
with their financial health as opposed 
to their physical health.” 


Today, as a successful Northwestern 
Mutual financial representative in 
Chicago, Williams has the best of both 
worlds. A number of her clients are 
African-American dentists and phy- 
sicians who trust her to help them 
achieve financial security. 


Williams began her business by 
developing relationships and educat- 
ing African-American and female cli- 
ents. She notes that financial profes- 
sionals historically have underserved 
these members of her community. 


Even though her clients are physi- 
cians, dentists and business owners, 





ANDREA WILLIAMS 
Financial Representative, 
Northwestern Mutual 


“Many of them haven't had exposure 
to the principles of financial planning, 
and most don’t have a plan in place 
to achieve their goals,” she says. “So, 
I've largely become a teacher: | take 
the time to educate my clients on 
personal finance and investing so 
they feel empowered to make the 
very best decisions for themselves 
and their futures.” 


Williams is also passionate about 
attracting multicultural candidates to 
work in the financial services field. She 
mentors new financial representatives 
and teaches them nuances she has 
learned about helping diverse com- 
munities achieve financial security. 


“There are so many people we can 
reach. | tell my interns, ‘If not you, then 
who? Someone has to trail blaze. 
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Achieve financial security 
with a plan that addresses risk first. 





Create your financial plan with a Northwestern Mutual 
Financial Advisor. Together, we'll design a disciplined and 
balanced approach to protecting, accumulating and managing 
your wealth, so you can take advantage of life’s opportunities. 
Who’s helping you build your financial future? 
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northwesternmutual.com 


Securities offered through Northwestern Mutual Investment Services, 





Northwestern Mutual is the marketing name for The Northwestern Mutual Life Insurance Company, Milwaukee, WI (NM) and its subsidiarie | 
LLC, broker-dealer, registered investment adviser, subsidiary of NM, member FINRA and SIPC. NCAA is a trademark of the National Collegiate Athletic Association 
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Black CEOs and senior executives are study- 
ing insights from past CEO summits and devel- 
oping strategies to operationalize them within 
corporate hierarchies. A white paper with find- 
ings and strategy recommendations will be 
presented at the ELC’s annual October gala, 
where the theme will appropriately be: “Going 
All IN: INsights, INnovation and INspiration.” 


High school students participate in the North Carolina Central University Summer Youth 
Business and Entrepreneurship Academy, funded through the Community Impact Initiative. 


Legacy Members Have 
Significant Impact 

New avenues for engagement of members 
who have retired from their corporate careers 
fall into two separate categories. Those who 
wish to continue with full-time work are 
encouraged to head major nonprofits, foun- 
dations and government entities. Those who 


prefer a consultative role have a new oppor- 
tunity to become certified as coaches by Dr. 
Cobbs and then work one-on-one for 90 to 
120 days with selected executives. 


Foundation Initiatives 
ELC members leverage their collective and 
individual leadership through Foundation 





AT&T Leaders Pay It Forward 


AT&T Executive Leadership Council members Xavier Williams, 
Corey Anthony and Thomas Harvey believe that corporate diver- 
sity is more than a carefully crafted message, it is a crucial part of 
their day-to-day business. 


“My role at AT&T is global, and therefore rooted in diversity,” says 
Harvey, Senior Vice President of Service Assurance, who works 
worldwide with AT&T’s Enterprise, Wholesale and Regional Busi- 
ness Customers. “Each day, | have the opportunity to witness a 
diverse and inclusive group of leaders and employees break cul- 
tural barriers and help move the business forward.” 


Fellow executive Corey Anthony believes that prioritizing diver- 
sity and inclusion gives companies access to the best talent, 
allowing AT&T to effectively compete in the marketplace. 


“Problems are solved and innovation thrives in environments 
where diverse perspectives are accepted and supported,” says 
Anthony, Senior Vice President of Network Infrastructure and 
Business Services, who leads thousands of AT&T employees 
around the country. Anthony also sits on the board of three 
employee resource groups at AT&T, which he says is common 
among company leaders. 


“In order to compete in today’s global marketplace, diversity 
must be integrated into the corporate culture, supported by 
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Xavier Williams 
Senior Vice President, 
Service Management— 

AT&T Business 
Solutions 





Thomas Harvey 
Senior Vice President, 
Service Assurance— 
AT&T Business 
Solutions 


Corey Anthony 
Senior Vice President, 
Network Infrastruc- 
ture and Business 
Services—AT&T Network 
Operations 


leadership and embraced by employees,” says Williams, Senior 
Vice President of Service Management. 


Each agrees that diversity should share equal value with increas- 
ing profits and improving the overall customer experience, and 
should be prioritized through clearly established efforts, commit- 
ment and accountability. 
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Mobilizing your 


aspirations 


Our diversity at the top, rich with perspectives 
and ideas, is how we understand your world. 
Understanding your world is how we make it better. 
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Foundation Board Chair Michael C. Hyter speaks with past Foundation Chair 
Laysha Ward and former Xerox CEO Anne Mulcahy during the CEO Summit. 


programs, reaching out to mentor, coach 
and support those filling the pipeline behind 
them. Sharing their personal experiences with 
program participants brings unique credibility 
to the message of real success, from current 
corporate managers and young executives all 
the way back to high school students. 

The Foundation’s Institute for Leadership 


Development & Research, along with corpo- 
rate partners, is responsible for these unique 
and impactful initiatives and the research 
they inspire. 

“We recognize that research is a very 
important element for thought leadership,” 
says Michael C. Hyter, chair of the Founda- 
tion board and senior partner and managing 


director of Korn Ferry. “It keeps our point of 
view front and center as a legitimate, credible 
perspective, rather than just anecdotes.” 
Brickson Diamond, ELC chief operating officer 
and a veteran investment account executive, 
agrees: “We have the ability to cull data and feed- 
back from our programs and turn them into rec- 
ommendations for solution-based approaches.” 


FF See 


Morgan Stanley Offers Strength Through Diversity 


Since 1935, Morgan Stanley has delivered first-class business in a 
first-class way. The diversity of our people is one of our greatest 
strengths and a vital component in our firm’s strategy for provid- 
ing long-term value to our clients and community. Maintaining our 
leadership requires the broadest possible knowledge of the global 
markets in which we operate; that means our workforce must 
include the most skilled and creative individuals who represent a 
broad cross-section of our 
global community. 


Guided by our core values, 
Morgan Stanley strives to 
create a culture of inclu- 
sion that supports profes- 
sional growth. The firm 
provides diversity training 
and leadership programs 
that facilitate constructive 
dialogues about cross-cultural awareness and offer career develop- 
ment tools, coaching, networking and access to senior manage- 
ment to support career advancement. 


—JAMES P. GORMAN, 


Through firm-sponsored Employee Networking Groups, employ- 
ees have an opportunity to increase their exposure and gain pro- 
fessional development skills. Globally, Morgan Stanley sponsors 


© 2014 Morgan Stanley CRC 933302 5/2014 


“Morgan Stanley strives to create a spirit of inclusion by 
encouraging all of our people to bring their full selves 
to the table, leveraging their differences to help our 
firm achieve its full potential.” 


MORGAN STANLEY, CHAIRMAN AND CEO 


the Women’s Business Alliance and LGBT networks. Regional 
groups include Asian, Black, Latino, Working Parent, disABILITY Task- 
force, Family Network, Veterans, Irish, and African and Caribbean Busi- 
ness Alliance. 


In addition to investing in our people, Morgan Stanley supports the 
communities in which we work through our business and charita- 
ble practices. In our Supplier 
Diversity Program, we part- 
ner with diverse businesses 
that meet our competitive 
standards—relationships 
that provide cost-effective 
solutions and stimulate 
economic development. 
Last year, more than 32,000 
Morgan Stanley employees 
donated 440,000 hours of 
volunteer work to philanthropic causes and—with the firm—con- 
tributed $91 million to nonprofit organizations, including extensive 
partnerships with nonprofit institutions seeking to create access 
and opportunity for diversity in corporate America. 


Morgan Stanley is an equal opportunity employer committed to 
diversifying its workforce (M/F/D/V). 


Morgan Stanley 
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A team of MBA students from the Washington University in St. Louis Olin Business 
School presents during the Business Case Competition sponsored by ExxonMobil. 


Leadership Development Week 
The annual Leadership Development Week, 
five days in August, serves those already dem- 
onstrating the ability to achieve ELC member- 
ship. Three simultaneous programs target 
professionals at various phases of their careers 
and enhance their individual growth, preparing 
them for greater influence and effectiveness. 


“Bright Futures is for newer managers, Strength- 
ening the Pipeline for more established man- 
agers, and Strategic Pathways for all mid-level 
career stages,” explains Diamond. Over the 
years, more than 350 have participated and 
seen their careers advance because of newly 
honed “soft” skills. Two recent Pipeline alumnae 
have already joined the ELC. 


Women’s Leadership Forum 
The Women’s Leadership Forum in 2013 cel- 
ebrated 10 years of its full-day symposiums 
for senior-level black women executives and 
thought leaders. More than 150 participants 
annually share the unique challenges minor- 
ity executive women face and their innova- 
tive success strategies. 

“The content around increasing one’s 
development skills is the draw, but the most 
valuable takeaway is the access to members 
through table conversations and mentoring,’ 
says Hyter. “We have clear strategic objectives 
around specific issues for black women that 
will apply to advancing women worldwide.” 

The research culled from these gatherings 
prompted the Institute's 2008 Black Women 
Executive Research Initiative. In-depth inter- 
views with 76 black women executives con- 
cluded that opportunities exist for improve- 
ment on a variety of issues. 

"Getting those factors into alignment 
means bias and other negative factors can 
be trumped,” predicts COO Diamond. “A new 
leadership model is emerging.” 

Over the next year the Institute will revisit 
the original interviewees and conduct new 
interviews with Asian Americans and Hispan- 
ics as well as additional blacks. 





MassMutual: Providing Financial Security in a Changing World 


For 162 years, Massachusetts Mutual Life Insurance Company 
(MassMutual) has been helping families and businesses secure 


their financial futures. Today, MassMutual 
has almost $640 billion in assets under man- 
agement, an 11% increase over last year. 


“Sales to diverse markets is a key factor driv- 
ing our business growth,” states Dominic L. 
Blue, vice president and assistant general 
counsel of the U.S.-based MassMutual. “Our 
chief executive officer, Roger Crandall, is on 
the front lines making the business case 
for diversity and inclusion,” says Blue. “He 
stresses time and again that for us to con- 
tinue our success for another 162 years, we 
need a diverse workforce that reflects our 
current and future customers.” 


All of MassMutual reflects Crandall’s commit- 
ment to diversity and inclusion. “The board is 
nearly 50% diverse,” reports Blue. “More than 
40% of our executives and managers are 
women, and diversity within our sales team 
is growing.” Working Mother, DiversityInc and 
the Human Rights Campaign offer indepen- 
dent confirmation of these results. 














DOMINIC L. BLUE 
Vice President and Assistant 
General Counsel, MassMutual 


Each of MassMutual’s nine Employee Resource Groups (ERGs) 
has an executive sponsor who is one of Crandall’s direct reports, 


and “we leverage those groups to improve 
Our strategy and tailor our marketing and 
products to better address the needs of our 
customers,” says Blue. Executives and board 
members participate regularly in ERG events. 


In what may be a unique strategy, the Law 
Department of MassMutual hires minority 
first-year law students for its 1L Summer 
Clerkship Program. “Those who excel in the 
program receive recommendations from the 
general counsel and his direct reports. And 
our clerks are invited directly to the second 
round of job interviews of certain preemi- 
nent law firms,” Blue explains. “Most large 
law firms don’t fare well with diversity and 
inclusion. We want to provide our clerks with 
the tools to be successful; thus we continue 
to monitor, mentor and serve as a resource to 
our clerks well after they start their careers.” 


We MassMutual 


FINANCIAL GROUP 
We'll help you get there. 





YOUR VOICE 


SHOULD BE PART OF OUR STORY. 


Strong results come from a diversified team. That’s why we work with organizations like the 


Executive Leadership Council to recruit and develop the best talent from all communities. Discover 


how you could be part of our team at MassMutual.com/Careers 


MassMutual is a proud sponsor of the Executive Leadership Council. 


Va MassMutual 


FINANCIAL GROU P® 


We'll help you get there” 


LIFE INSURANCE + RETIREMENT/401(K) PLAN SERVICES + DISABILITY INCOME INSURANCE + LONG TERM CARE INSURANCE + ANNUITIES 





MassMutual Financial Group refers to Massachusetts Mutual Life Insurance Co. (MassMutual), its affiliated companies and sales representatives. Insurance 
products issued by Massachusetts Mutual Life Insurance Company, Springfield, MA 01111-0001, and its subsidiaries, C.M. Life Insurance Company and MML 
Bay State Life Insurance Company, Enfield, CT 06082. CRN201509-176126 
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The Mid-Level Managers’ 
Symposium 

Over the last 20 years, the Mid-Level Man- 
agers’ Symposium, a signature program, has 
brought together more than 15,000 relatively 
new minority managers who learn directly 
from ELC members. Members describe their 
hard-won lessons in panel discussions, and 
then participants share their own experiences 
and concerns with members in small groups. 


Community Impact Initiative 

The Community Impact Initiative (Cll), a 
national program to encourage black middle 
and high school students to complete high 
school, go to college and prepare for business 
careers, has provided almost $1 million over 
three years to LEAD, INROADS and A Better 
Chance, organizations that have a rich and suc- 
cessful history. The grants have allowed them to 
significantly increase the number of high school 








Each year the ELC hosts Corporate Board Initiative panels such as this event on “Demystifying Dodd Frank" at 
Weil Gotshal & Manges LLP in New York. Participants included Derrick Cephas, Adé Heyliger and Ellen Odoner. 


students they serve. 

In 2013, Cll broadened its reach with a 
$350,000 multiyear grant to North Carolina 
Central University’s Summer Youth Business and 
Entrepreneurship Academy. Begun in 2012, the 
Academy has grown from 16 high school juniors 
and seniors to 60 this year, with the expectation 
of doubling that number in 2015 and 2016. 


Scholarship Competitions 

Two scholarship competitions have together 
awarded more than $1 million to some 300 
business school and college students. The 
Business Case Competition, sponsored for 
four years by ExxonMobil, solicits presentations 
on a timely topic from teams of business school 
students across the country. Each year the 


submissions represent a broader range of par- 
ticipating schools, and the three finalists pres- 
ent their case studies to a panel of distinguished 
corporate and nonprofit executives as judges. 

The Essay Competition, sponsored by 
the Coca-Cola Company, receives more than 
100 essays every year on a given topic from 
college students. 





Embracing the Power of Diversity 


It’s a little-known fact that AARP was 
founded on the principles of diversity and 
inclusion. Founder Ethel Percy Andrus 
broke gender barriers, fought age discrimi- 
nation, advocated for the underserved and 
fearlessly bucked conventional wisdom to 
create real possibilities for people at every 
age. Nearly 60 years later, as one of the 
nation’s leading advocacy organizations, 
AARP continues that legacy with an unwav- 
ering commitment to serving a diverse 
community of members at the individual, 
community and societal levels. 


Delivering on its mission takes more than a traditional approach 
to diversity. According to 2012 Census projections, over a third of 
America’s population will be 50 and over by 2030, with a growing 
percentage of them representing ethnic minorities. So for AARP, 
its investment in building cultural competency fuels its ability to 
address the wants and needs of America’s increasingly diverse 50+ 
population and their families. 


Support for this effort comes from the top. According to CEO A. 
Barry Rand, “Our focus on diversity and cultural competence is criti- 
cal to our mission. We are truly embedding it into everything we 
do, so we can deliver real change—real possibilities—for individu- 
als, families, communities and society.” 





AARP leadership team with ELC members A. Barry Rand, Chief Executive Officer; and Jo Ann Jenkins, Chief 
Operating Officer and incoming Chief Executive Officer (center), 


Chief Operating Officer and incoming CEO Jo Ann Jenkins brings 
a unique perspective to AARP’s diversity agenda. “My own experi- 
ence is a lot like Dr. Andrus’. |, too, found myself not only break- 
ing gender barriers, but mentoring other young men and women 
to help them reach their true potential. | look forward to leading 
AARP in a continuing effort to adapt and innovate to help people 
50+ navigate new realities and achieve their goals and dreams.” 


Learn more about AARP and its focus on diversity at 
aarp.org/diversity. 


eal Possibilities 


IT ALL STARTED WITH 
A FEARLESS WOMAN. 


Real Possibilities is a trademark of AARP. 


AARP was founded in 1958 by Ethel Percy Andrus, a trailblazer who lived decades ahead of her 


time and whose impact lives on today. As stewards of her legacy, we value the richness of cultural 


differences and embrace the value that different ideas and perspectives can bring. It's through 
our engaged workforce and culturally competent leadership that we drive innovation, vision and 


success. If you don’t think “Real Possibilities” when you think AARF, then you don’t know “aarp.” 


® 
Get to know us at aarp.org AARP 


Real Possibilities 
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In addition, $150,000 in academic scholar- 
ships is awarded each year in the names of 
ELC founder Alvaro Martins and former ELC 
president Ann Fudge. 

Altogether since 1995, Foundation schol- 
arship programs have provided $2 million 
in support to more than a thousand students 
at hundreds of colleges and business schools 
around the nation. Over the next three years the 
ELC expects to double its scholarship support. 


Diversity and Inclusion Can 
Secure Global Competitive 
Advantages 
CEOs across the country have discovered the 
power of the ELC’s advocacy and initiatives. 

“The ELC’s mission to empower today’s 
leaders and to build an inclusive pipeline for 
the next generation resonates with all of us 
at Prudential,” says John Strangfeld, chair- 
man and chief executive officer, Prudential 
Financial. “And it speaks directly to a busi- 
ness imperative that every senior leader will 
recognize—the critical importance of devel- 
oping and nurturing a diverse base of talent 
and leadership.” 

“We face a future of unprecedented 
diversity and inclusion,” says Ursula Burns, 
chairman and chief executive officer, Xerox 





ELC Board Chair Carla Harris of Morgan Stanley shares her experiences 
with executives participating in Foundation programs. 


Corporation, and an ELC member. “It’s no 
secret that diversity of thinking on senior 
leadership teams is critical to innovation 
and long-term success in today’s changing, 
connected world. To that end, we need to 
continue to help swell the pipeline of young 
African-American talent, place more proven 
executives in Gsuite positions and gain more 


representation on corporate boards. Our nation 
needs it. Our people deserve it. And the ELC 
can deliver it.” 


For more information about the 
work of the ELC and its Foundation, 
visit www.elcinfo.com. 
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Carnival Corporation Takes the World on Vacation 


Oceangoing vessels from Carnival Corporation's portfolio of ten 
premier cruise brands ply the seven seas and visit exotic ports of 
call throughout the globe every day of the year. What a way to live, 
and Carnival employees are paid to do it. The fun never stops. 


The business is all about diversity. The cruises cater to every need 
and desire—for luxury, for adventure, for charity work, for sports, 
for safety, for romance, for quiet, for partying—in many languages, 
with cuisines exotic and familiar, to and from every region of the 
world, for people all over the world. Carnival has a cruise ship expe- 
rience that is tailor-made for you. 


Carnival Corporation’s idea of fun goes beyond the vacation to behind 
the scenes. Just last month the company announced a $400 million 
investment in technology that will remove major pollutants from the 
ships’ exhaust gases. The first newly equipped ship left dry dock in 
Hamburg, Germany, in May, and by 2016 almost 70% of Carnival ships 
will be operating with the new technology, the first of its kind in the 
cruise industry. 


“Increasing environmental sustainability is one of our most important 
corporate goals,” reported Chief Executive Officer Arnold Donald, a 
former CEO of the Executive Leadership Council. 


And giving back? That's fun, too. Carnival employees—number- 
ing more than 100,000 and mirroring the diversity of the cruise 


The business is all about diversity. The 
cruises cater to every need and desire—for 
luxury, for adventure, for charity work, for 
sports, for safety, for romance, for quiet, for 
partying—in many languages, with cuisines 
exotic and familiar, to and from every region 
of the world, for people all over the world. 


guests—clock hundreds of thousands of volunteer hours and raise 
millions of dollars every year to support philanthropies and disaster 
relief across the globe. Many of the fundraising events take place 
on board. Employees say this kind of fun creates a stronger, more 
cohesive company. 


At Carnival Corporation, diversity and inclusion is not a special mis- 
sion. It's what the cruise lines live every day. 


CARNIVAL 


CORPORATION&PLC 





We travel in many styles, across a variety of incredible brands. We call hundreds of extraordinary 
destinations home. Yet it doesn't matter if it’s our CEO or our first time cruisers, we all enjoy the adventure. 
Because at Carnival Corporation & plc, diversity and inclusion is our mindset, not our mission. 





President & CEO Arnold Donald, other executives, employees and guests 
feeling the music on one of the company’s 102 legendary cruise ships. 


CUNARD Gy) 





we 


e 
@ Holland America Line (ber 9 PsO CRUISES 


cruceros 


SEABOURN 





CARNIVAL 


CORPORATION &PLC 


Carnival Corporation & plc recognizes and values the diversity of our employees, guests and business partners. With 10 of the world’s leading cruise brands, 
our more than 100,000 employees represent the very best of what diversity and inclusion bring to the workplace and the world. 
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What could power tomorrow’s 
GLOBAL STOCK GROWTH? 


More than 2 billion people 


will soon have disposable income for the first time. 





By 2025, 53% of the world’s population will have entered the middle class. 
The majority will be in the developing world, notably Asia.’ 





U.S. household net worth is 


at its all-time high 


U.S. consumer spending— over 70% of GDP?—is likely to increase as 
rising employment and real estate prices further strengthen household finances.° 








Before investing in any mutual fund or exchange-traded fund, you should consider the investment objectives, risks, charges, and 
expenses. Contact Fidelity for a prospectus or, if available, a Summary prospectus containing this information. Read it carefully. 


Keep in mind that investing involves risk. The value of your investment will fluctuate over time, and you may gain or lose money. 


ETFs are subject to market fluctuation and the risks of their underlying investments. ETFs are subject to management fees and other expenses. Unlike mutual funds 
ETF shares are bought and sold at market price, which may be higher or lower than their NAV, and are not individually redeemed from the fund, 
Because of their narrow focus, sector funds tend to be more volatile than funds that diversify across many sectors and companies. 


Consider these mutual funds and ETFs 
for your portfolio. 


FSCPX 
FIDELITY° SELECT CONSUMER DISCRETIONARY PORTFOLIO 


FSRPX 
FIDELITY® SELECT RETAILING PORTFOLIO 


FDFAX 
FIDELITY° SELECT CONSUMER STAPLES PORTFOLIO 


FDIS 
FIDELITY’ MSCI CONSUMER DISCRETIONARY INDEX ETF 


FSTA 
FIDELITY’ MSCI CONSUMER STAPLES INDEX ETF 





At Fidelity, we use our global reach and research expertise to bring you 
smart investing ideas. Get our full perspective and fund details now. 


Fidelity.com/stockgrowth | 800.FIDELITY 


> 


Stock markets are volatile and can decline significantly in response to adverse issuer, political, regulatory, market, or economic developments. Foreign securities are 
subject to interest rate, currency exchange rate, economic, and political risks, all of which are magnified in emerging markets. 

1McKinsey Institute as of June 2012. 

2The World Bank. 

3 Haver Analytics as of June 2013. 
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Tens of millions of Americans manage their own 401(k) 
retirement money. Financial Engines can do it better—for a price. 


BY TOM ANDERSON 


hen they were newlyweds 23 years ago 
Jeff Maggioncalda’s wife, Anne, challenged 
him to a Monopoly battle. Determined to 
gain the upper hand, Jeff secretly created a 
program, known as a simulation engine, to model the results 
of 1 million Monopoly games and used it to generate a list of 
probabilities and payoffs for all the game’s properties. “We 
played until she realized I had this little cheat sheet, and then 
she thought I was a total jerk,” he laughs. (Actually, Anne, 
whose Ph.D. dissertation was on the reproductive strategies 
of male orangutans, was amused by his creative adaptation.) 

Maggioncalda, 45, has used his knack for simulations (and 
for landing on the corporate equivalent of Boardwalk) to 
win at a real-life game, too: the financial advice business. As 
chief executive of Financial Engines he has built the nation’s 
largest registered investment advisor, with (as of Mar. 31) $92 
billion in 401(k) assets under management for nearly 800,000 
workers of 553 big employers, including Alcoa, Dow Corning, 
Ford, IBM and Microsoft. 

Savers pay Financial Engines from 0.2% to 0.6% of their 
401(k) assets annually to manage their nest eggs based on 
modern portfolio theory, which aims to maximize the return 
for a given level of risk. Its computers run thousands of 
scenarios (known as a Monte Carlo simulation) to give each 
worker a picture of how much retirement income he or she is 
likely to have, and use an “optimization engine” to determine 
the best portfolio given the costs, quality and styles of the 
mutual funds available in each 401(k), with a preference for 
low-cost index funds. Clients can consult with humans man- 
ning call centers, but the advice they’ll get comes from the 
computer models. (For two examples of Financial Engines’ 
portfolio makeovers, see page 92.) 

Now, with its baby boomer clients edging toward and past 
60, Financial Engines is angling to grab a piece of another 
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potentially big busi- 
ness: managing assets 
and income payouts for 
retirees. 

“Retirement income 
... It’s a really hard 
problem. You're looking 
at a 30-dimension prob- 
ability distribution,” 
observes Nobel-win- 
ning economist William 
F. Sharpe, a cofounder 
of Financial Engines. 
While Maggioncalda’s 
entrepreneurial energy 
has built Financial En- 
gines, the 80-year-old 
Sharpe, who won the 
Nobel in 1990 for his 
work on the pricing of 
financial assets and the relationship between risk and return, 
is at its intellectual core. (See profile of Sharpe, p. 155.) 

Back in 1996 Sharpe was offering asset allocation software 
he’d developed on his website for free—to, as he puts it, “give 
ordinary people the tools to think probabilistically about their 
investments.” But during a long lunch at Stanford University’s 
student union, Joseph Grundfest, a Stanford Law professor 
and former member of the Securities & Exchange Commis- 
sion, persuaded him that he’d make a bigger impact with a 
for-profit business. “If we’re serious about changing how 
people behave in the real world, we’re going to need to start a 
company,” Grundfest told Sharpe over a second cup of coffee. 

The two academics, along with the late Craig W. Johnson 
an attorney who took equity positions in startups, seeded 


Monte Carlo ene Jeff Maggioncalda 
and his computers run $92 billion. 


9 
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Financial Engines, and Grundfest went hunting for someone 
to run it. “You needed a candidate who could have an intel- 
ligent conversation about modern portfolio theory with Bill 
Sharpe. Right away your pool of candidates gets cut down 

by 99%,” he says. Grundfest settled on Maggioncalda, then a 
27-year-old newly minted Stanford M.B.A. who had written a 
prescient case study about how the Internet could disrupt the 
stock brokerage business for a class taught by Intel founder 
Andy Grove. The three older men hired Maggioncalda to 
write a business plan and promised to eventually make him 
CEO —if he could raise the venture capital to build the busi- 
ness. “At that time the idea of a 27-year-old CEO in Silicon 
Valley wasn’t broadly accepted. Today, at 27, you’re washed 
up,” muses Grundfest, now 62. 


But the venture capitalists didn’t bite on the initial plan, 
which was to sell Sharpe’s asset allocation software for 
its educational value. “That was one of the worst periods. 
I thought, ‘Oh, my God, I’m going to flame out,” admits 
Maggioncalda, who had turned down a job at consultant 
McKinsey & Co. to gamble on the startup. Time for plan B: 
Financial Engines would jump through the regulatory hoops 
to become an SEC-registered investment advisor so it could 
make specific fund recommendations. “By February [1997] 
we had raised $4.3 million, and we were off to the races,” says 
Maggioncalda, who ultimately raised $150 million from VCs 
before taking Financial Engines public in 2010. 

In 1998 Financial Engines offered its first retirement 
planning/fund picking software online. Maggioncalda’s big 
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If you’re going to have a roof over your head, 
make it an amazing one. 


Porsche. There is no substitute. 
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Nothing can replicate the feeling of driving a Porsche. No other combination of sound, feel, sight and soul will suffice. 
Nothing else is as timeless nor as thrilling. With unsurpassed performance and otherworldly design, the 911 Targa 
is the most stunning example of the Porsche experience yet. The fixed Targa bar. The fully automatic roof system. 

The variable all-wheel drive. It’s the future, just ahead of schedule. porscheusa.com/NoSubstitute 
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Sir John Templeton 


1912-2008 
FOUNDER, TEMPLETON FUNDS 


INDISPENSABLE WISDOM: Buy at the point of maximum 
pessimism; sell at the point of maximum optimism 


MONEY QUOTE: “If you buy the same securities every- 
one else is buying, you will have the same results as 
everyone else.” 


FUNDAMENTALS: Templeton, a committed contrarian, 
believed the only way to get a bargain in the stock 
market was to buy when everyone else was selling: 
At the outbreak of World War II, when everyone else 
was panicking, he bought shares in every NYSE-listed 
company that was trading for less than $1—and made 
money on nearly all of them. He was early to see the 
benefits of diversifying outside of America; interna- 
tional investing became his signature style. It worked: 
$10,000 invested in his flagship fund in 1954 grew into 
$2 million by the time Templeton retired in 1992. 


INVEST LIKE TEMPLETON: The Templeton Growth Fund 
continues to employ Sir John’s strategies and has aver- 
aged an 18.3% return over the last five years. 
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MAKEOVER 
HERE’S HOW FINANCIAL ENGINES RECENTLY REVAMPED THE 


401(K)S OF TWO WORKERS, ONE A 61-YEAR-OLD WITH WAY TOO 
MUCH COMPANY STOCK (AND RISK), THE OTHER A 33-YEAR-OLD 
WITH DECADES TO INVEST AND NO STOCKS FOR GROWTH. 


AGE: 61, RETIRING AT 66 =CURRENT BALANCE: $143,236 
ANNUAL CONTRIBUTIONS: $13,412 


SCIENCE & TECHNOLOGY FUND 7% 
BOND MARKET INDEX FUND 2% 
U.S. SMALL-MIDCAP FUND 1% 


INTERNATIONAL COMPANIES 
FUND 1% 


RUSSELL 2000 
INDEX FUND 3% 


i 


COMPANY X 
3 Lele 4 
COMPANY X STOCK yey 
89% BOND MARKET 
INDEX FUND 
30% 


BEFORE AFTER 
$237,000 


$95,300 


PORTFOLIO AT AGE 66 
MEDIAN FORECAST 


DOWNSIDE FORECAST 


$237,000 
$165,000 


AGE: 33, RETIRING AT 67 CURRENT BALANCE: $8,320 
ANNUAL CONTRIBUTIONS: $3,845 


STABLE VALUE 
FUND 3% 


INTERNATIONAL 


INTERMEDIATE SMALL-CAP INDEX 
BOND INDEX FUND. FUND 
FUND 18% 35% 

57% 
S&P 500 
INDEX FUND 
35% 


AFTER 
$388,000 
$168,000 


BEFORE 
$267,000 
$172,000 


PORTFOLIO AT AGE 67 
MEDIAN FORECAST 


DOWNSIDE FORECAST 


idea was to go to large employers who could buy an annual 
subscription for $35 per user. He signed up Alza Pharmaceu- 
ticals, Clorox, Gap and Netscape as pilot customers. 

But the tool appealed to only a tiny segment of 401(k) par- 
ticipants—mostly older, well-paid workers with large balances 
who were already highly engaged in managing their accounts. 
In focus groups other workers said they’d prefer that Finan- 
cial Engines manage their 401(k)s for them. In September 
2004 Financial Engines offered its first managed accounts to 
Motorola and J.C. Penney employees, and by that December 
it had $1 billion in assets under management. “That’s when I 
said, ‘This is it)” says Maggioncalda. The timing was certainly 
right. In the next few years big companies like IBM and Alcoa 
would begin freezing their traditional pension plans (which 
pay retirees a set amount each month), ending or limiting new 
contributions to those plans, and increasing what they putin 





workers’ 401(k)s. That meant 401(k) balances were about to 
grow and become central to retirement security. 

While Financial Engines is the dollar leader in managed 
accounts, it wasn’t first. Morningstar got into the business 
in 2002 and now manages $33 billion for nearly 1 million 
savers. (It serves small and midsize companies, whose work- 
ers tend to have lower balances, as well as big employers.) 
GuidedChoice, cofounded in 1999 by Nobel-winning econo- 
mist Harry Markowitz, manages $10 billion for 120,000 work- 
ers, including ones at ADP, Charles Schwab and McDonald’s. 
(Markowitz is the father of modern portfolio theory.) 

Maggioncalda sees target-date funds as his biggest compe- 
tition—for the dollars they suck up and the pressure they put 
on fees. In 2013 Financial Engines’ revenues rose 29% to $239 
million and net income grew 61% to $30 million. On a fully 
diluted basis, earnings per share were up 54% to 57 cents. Yet 
margin fears have driven its stock down from a 52-week high 
of $71 to $46. 

According to Cerulli Associates, target-date funds, which 
adjust asset allocation based on a worker’s age or target retire- 
ment date, held an estimated $618 billion at the end of 2013. 
Financial Engines’ average 0.4% fee is on top of the costs of 
the mutual funds, making it a lot more expensive than target- 
date funds from Vanguard Group or the index-fund-based 
targets from Fidelity Investments, both of which have an all- 
in fee of only 0.16%. Moreover, if your 401(k) offers Financial 
Engines, or you keep $50,000 or more in a Vanguard Group 
account, you can run its fund-picking software for free with- 
out shelling out for a managed account. 

But some target-date funds charge in excess of 1%, and 
managed accounts offer more customization, tweaking al- 
location based not only on an individual worker’s age but 
also his net worth, taste for risk and ownership of company 
stock. So, for example, if a tech worker has 20% of his 401(k) 
invested in his employer’s stock, the model goes light on tech 
stock in the rest of his portfolio. 

Financial Engines and benefits firm Aon Hewitt have 
collected reams of data showing the value of professional 
advice—particularly during a market meltdown, when some 
do-it-yourselfers may panic, as happened in 2008. Crunch- 
ing results for 723,000 workers’ 401(k)s at 14 companies 
from 2006 to 2012, they found that those using help (through 
managed accounts, target-date mutual funds or online advice) 
earned a median annual return 3.3 percentage points higher, 
net of fees, than participants who got no advice. 

While workers with managed accounts did marginally bet- 
ter than those with all their money in target-date funds, the 
big difference was in how workers used these options. Many 
companies, including 12 of the 14 in the study, automati- 
cally enroll new workers in 401(k)s and put their savings in 
a target-date fund if they don’t select their own investments. 
But over time more than half of workers with target funds 
own them as just one of many funds, which produces lower 
returns. Managed accounts, by contrast, are chosen by work- 





Warren Buffett ac:.«: 
CHAIRMAN AND CEO, BERKSHIRE HATHAWAY 


INDISPENSABLE WISDOM: Only invest in what you 
understand and at the right price 


NICKNAME: Oracle of Omaha 
BESTSELLER: Berkshire’s annual letter to shareholders 


MONEY QUOTE: “Whether socks or stocks, | like buy- 
ing quality merchandise when it is marked down.” 


FUNDAMENTALS: Buffett’s mentor, Ben Graham, 
taught his disciples that you weren’t buying stocks, 
you were buying businesses. And sometimes “Mr. Mar- 
ket” was willing to sell those businesses for less than 
they were really worth. That was the signal to buy. 
Buffett has adhered to this value-investing philosophy 
since the 1950s, and it’s the basis of his $65 billion for- 
tune. Some big hits: American Express, Disney, Wash- 
ington Post, Capital Cities/ABC, Coca-Cola and Geico. 


INVEST LIKE BUFFETT: Why not just buy Berkshire 
Hathaway and have Warren invest for you? The “Baby 
Berkshire” B shares, at $126, are more accessible than 
the $190,000 A shares. 
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THE BEST ADVICE EVER 








Nathan Mayer 
Rothschild 1777-123: 


FOUNDER, N.M. ROTHSCHILD & SONS 
INDISPENSABLE WISDOM: Information is money 


CRYSTAL BALL CRED: Thanks to his extensive 
network of carrier pigeons Rothschild knew that 
England had defeated France at Waterloo before 
anyone else in London. As other traders on the stock 
exchange braced for a British loss, he went long. 


FUNDAMENTALS: Rothschild’s father planted the 
seeds for the 19th century’s greatest banking em- 
pire by stationing each of his five sons in different 
European cities. Nathan got London, but through- 
out his career he was able to profit from the in- 
sights of his brothers in Frankfurt, Paris, Naples and 
Vienna. 


INVEST LIKE ROTHSCHILD: Tap into groups with 
their fingers on the pulse. Consider shares in high- 
yielding private equity firms like Blackstone Group, 
Apollo Global Management, Kohlberg Kravis Rob- 
erts and Carlyle Group. 
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ers, who then stick with them; in the study, 87% of those with 
managed accounts were still using them after five years. 

Such loyalty is one reason Maggioncalda thinks he can get 
a piece of the postretirement money management market. 
But it won't be easy. Traditionally, retiring workers have rolled 
their 401(k) holdings into individual retirement accounts. 

Financial Engines’ three-year-old Income Plus service 
keeps the money within the 401(k), so employers have to be 
willing to offer it (65 are already doing so, and another 75 have 
signed contracts). Income Plus aims to create an annuitylike 
lifetime income stream but without initially locking the work- 
er into an annuity. About 65% of a new retiree’s assets are put 
in bonds for income and 20% in stocks for growth, while 15% 
is reserved to purchase an insurance company annuity by 
age 85. It’s an approach born from Financial Engines’ study 
of both financial markets and behavioral economics. “People 
don’t want annuities, they want options,” says Christopher 
Jones, Financial Engines’ investment chief. 

Maggioncalda won't say how many retirees have signed 
up—an indication, perhaps, that Income Plus hasn’t taken off. 
But like other financial advisors, Financial Engines sees Social 
Security advice as a way into more retirees’ wallets. Workers 
can claim Social Security benefits any time from age 62 to 70, 
with the benefit check rising each month they wait. Married 
couples face a particularly complicated choice that requires 
understanding arcane spousal and survivor-benefit angles. 
(There are 8,000 different ways a married couple might claim 
their benefits, Financial Engines calculates.) 

Last year Financial Engines began rolling out Social Se- 
curity advice to some of the 401(k)s participating in Income 
Plus. (Advice is now available to workers at 34 companies.) 
The idea is to produce the optimum integrated income strat- 
egy—for example, perhaps scheduling larger 401(k) payouts 
early in retirement, so a client can wait to claim a bigger So- 
cial Security check later. “After a life of not saving enough this 
may be one of the most important things baby boomers actu- 
ally figure out to have a reasonable retirement for themselves 
and their surviving spouses,” Maggioncalda says. 

To build its reputation in this area Financial Engines is 
making a simple version of its Social Security-claiming model 
available for free on the Web. Rather than asking people to 
guess when they are going to die, the model uses a Monte 
Carlo simulation, which runs all the possibilities. 

But Financial Engines won’t be selling advice retail any- 
time soon. Instead, Maggioncalda plans to stick with large 
employers and to expand the services offered their workers. 
Last year Financial Engines added optional management of 
workers’ outside IRA money. Even more potential lies in per- 
suading a greater share of each 401(k) plan’s participants that 
professional help is worth the cost. Consider this: Financial 
Engines’ existing contracts already cover 7.9 million workers 
with $824 billion in their 401(k) plans. 

“We are only managing $92 billion [of that]” Maggioncal- 
da says. “We have not cracked this yet”? @ 
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The investing masses expect the most when prospects are worst, and vice versa. 
You can do better. 







BY WILLIAM BALDWIN 








re retail investors’ 
expectations upside 
down—high when 
conditions are bad for 
investing, low when conditions 
are good? Is there a better way to 
anticipate what’s going to happen 
to your retirement savings? 

Our answers: yes and yes. 

There is ample evidence that 
popular expectations for invest- 
ment returns are just about the 
opposite of what would come 
from a sober analysis of the fun- 
damental data. In 2000, when 
the market was trading at ab- 
surdly high multiples of corpo- 
rate earnings, funds holding U.S. 
stocks hauled in $288 billion. In 
2002, when stocks were cheap, 
the inflow slowed to a $13 billion 
trickle. 

The inflow into stock funds 
































dried up once again after the crash of 2007-09 and data from the Investment Company Institute. 

stayed low for most of the next five years. Now, with Six years later the prices of risky bonds have recov- 

stock prices at abnormally high multiples of earnings, ered, and their yields are correspondingly lower. What 

the investing masses are putting big money into stock are investors doing? They should be selling, but they 

funds (see chart, p. 100). are not. In 2013, when the yield premium on average 
It’s the same with junk bonds. A rational investor was only half that of 2008, investors poured a net $54 

would be most likely to buy risky corporate debt when billion into junk funds. The money is still coming in 

the reward—the yield—is highest and least likely when ($10 billion in the first four months of this year). 

it is meager. The public is doing just the opposite. The pattern: If an asset class has done well recently, 






In tumultuous 2008, when junk bond prices were de- _ making its price high, fund buyers want it. If it has done 
pressed, their yields averaged a 10% premium over safe poorly, making it a bargain, they want to sell. 
Treasury paper. That was a good time to be buying. But The phenomenon described above anecdotally has 
retail investors were doing more selling than buying. been studied statistically. Two Harvard professors, An- 
That year junk funds saw $6 billion of net redemptions, drei Shleifer and Robin Greenwood, published a paper 
not counting reinvestment of dividends, according to last year demonstrating that investor expectations are 
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Sam Zell xc::72 


CHAIRMAN, EQUITY GROUP INVESTMENTS 


INDISPENSABLE WISDOM: Losers can be 
lucrative, too 


NICKNAME: The Grave Dancer 


MONEY QUOTE: “Look for good companies 
with bad balance sheets and understand your 
downside.” 


FUNDAMENTALS: Zell looks for down-on-their-luck 
companies that he can buy cheaply, and he is not 
afraid of debt. It’s the anti-Buffett approach: Find 
poorly managed companies with shoddy balance 
sheets and you'll have lots of upside if they turn 
around. In the late 1960s Zell also pioneered the 
residential REIT structure, which allowed ordinary 
investors to buy shares in apartment buildings, 
bringing Wall Street-style liquidity to the real estate 
markets. A rare miss: His 2007 purchase of newspa- 
per publisher Tribune Co. ended in bankruptcy. 


INVEST LIKE ZELL: Many of his largest holdings— 
Starwood Hotels, Anixter International and Equity 
Residential—are traded publicly. 
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highest when objective models would say that expected 
asset returns are lowest, and vice versa. 

“People react to salience,” says professor Greenwood. 
“Recent performance is salient.” That’s a polite way of 
saying that naive investors navigate with a rearview 
mirror. 

You don’t have to make that mistake. There are bet- 
ter ways to come up with a forecast of future returns 
than to extrapolate the recent past. We’ll explore some 
formulas for stocks, bonds and the funds that own these 
things. 

Experts can differ about how to come up with an 
expected return from an asset. But one thing they would 
agree on is that recent performance is a bad indicator 
of future results. You shouldn’t be buying an asset class 
because it has been going up. 

The place to start is with the yield. For a bond, it’s the 
interest yield. For a stock, it’s the earnings yield, which 
is the net income divided by the stock price. 

Next, investing costs have to be figured in—both the 
management fees and the cost impact of turning over a 
portfolio. If you are buying bonds, you have to allow for 
inflation. (Shares of stock, in contrast, are not impacted 
the same way because corporate earnings tend to keep 
up with inflation.) It’s just possible that 401(k) savers 
don’t pay much attention to these things. 

In what follows, “Dumb Money” is the raw number 
for recent past returns. The “Smart Money” number is 
our view of a more realistic way to evaluate an invest- 
ment, and it has inflation taken out. Both numbers are 
annualized and represent a total return (price gain plus 
dividends). In neither case do we figure in taxes, which 
are a subject unto themselves and in any event not an 
issue in a retirement account. 















EXPECTATIONS FOR 


THE STOCK MARKET 


DUMB MONEY: 18% 
SMART MONEY: 9% 


Over the past five years the S&P Index of 500 stocks has 
earned 18% a year. Subtract inflation and you get 16%. Is that 
a good forecast for future returns? Not at all. 

Over the past century the real annual return on stocks 
has averaged 6.6%. That’s a more realistic guess for future 
results. But it still looks a little too bullish. A significant 
contribution to that nice return has been the fact that stock 
prices have gone from a fairly low multiple of corporate 
earnings in 1914 to a fairly high multiple now. It takes a lot 
of optimism to assume that the expansion of multiples will 
continue. 

A very bearish view is that price/earnings multiples will 
come plunging back to their historical average. If that con- 
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BAD TIMING 
BUYERS OF STOCK FUNDS HAVE AN UNFORTUNATE HABIT OF BEING MORE ENTHUSIASTIC 
WHEN STOCKS ARE EXPENSIVE THAN WHEN THEY ARE CHEAP. 


$400 — 
ib STOCK FUND SALES, ANNUALIZED $BIL (LEFT SCALE)! 


—= S&P 500 INDEX (RIGHT SCALE) 


200 — 


| ik, ‘il 


NET SALES OF MUTUAL AND EXCHANGE-TRADED DOMESTIC STOCK FUNDS; SIX-MONTH ROLLING AVERAGE, ANNUALIZED: EXCLUDES 


REINVESTED INCOME DIVIDENDS. SOURCES: INVESTMENT COMPANY INSTITUTE; STANDARD & POOR'S DOW JONES INDICES. 
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BAD BUY 
THE TIME TO BUY HIGH-YIELD BONDS IS WHEN THEIR YIELDS ARE HIGH. YOU SHOULD 
HAVE BEEN BUYING IN 2008 AND 2009. YOU SHOULDN’T BE BUYING NOW. 


a PERCENTAGE POINTS 


AVERAGE 6.2 


JUNK YIELD MINUS TREASURY YIELD! 


SPREAD, ADJUSTED FOR VALUE OF CALL OPTIONS BUILT INTO BONDS 
SOURCE: BOFA MERRILL LYNCH VIA YCHARTS. 
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traction happens rapidly, we have a crash; if slowly, a decade 
or two of extremely poor returns. 

Here’s a middle ground: Assume that the market’s mul- 
tiple has reached a permanent high plateau and is destined 
to remain at 20. (That’s well above the historical norm, 
which is closer to 15.) If the multiple stays at 20 then a dol- 
lar invested in stocks earns a nickel, and that nickel can be 
reinvested in additional earning power. You wind up com- 
pounding your earnings at a 5% rate. 
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EXPECTATIONS FOR 


A JUNK BOND FUND 


DUMB MONEY: 11.9% 
SMART MONEY: O.7% 
The Vanguard High-Yield Corporate Bond fund has 


averaged a return of 11.9% over the last five years. 
What does the future hold? 





Innovative thinkers everywhere use 

INDUSTRY SOLUTION EXPERIENCES 

from Dassault Systemes to explore the 

true impact of their ideas. Predictive 

insights help banks and insurance 
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Joseph Schumpeter 
1883-1950 
ECONOMIST AND POLITICAL SCIENTIST 


INDISPENSABLE WISDOM: Destruction is a 
mechanism for progress 


BESTSELLER: Capitalism, Socialism and Democracy (1942) 


MONEY QUOTE: “A depression is for capitalism like 
a good, cold shower.” 


FUNDAMENTALS: Schumpeter’s great insight—which 
he termed “creative destruction”—was that eco- 
nomic innovation is fueled by entrepreneurs who 
discover better ways of doing things (the creative 
part), and their success leads to the collapse of old 
companies and methods (the destruction). Autos 
replaced horse-drawn buggies; word processors 
supplanted typewriters; the Internet killed print ads. 
The trick is to be on the right side of history. 

INVEST LIKE SCHUMPETER: Small-cap growth funds 
are great places for finding Schumpeterian disrup- 
tors. Lord Abbett Developing Growth Fund and 
Wasatch World Innovators Fund were up 57% and 
54%, respectively, in 2013. 
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Ignore that past return. Start with the yield on the 
fund. The quantity that matters is not the fund’s pay- 
out rate, which is 5.7%, but the so-called “SEC yield” 
of 4%. The latter number, calculated via a method 
spelled out by the Securities & Exchange Commis- 
sion, allows for the price erosion of bonds that are 
trading at a premium and are destined to sink back 
toward par as they mature. 

Now you have to allow for losses of principal from 
bonds that go into default. In the 35 years that this 
fund has been in business its net asset value per share 
(with capital gains reinvested) has shrunk 38%, a loss 
averaging 1.3% a year. So a realistic total return fore- 
cast for this fund is 4% minus 1.3%, or 2.7%. 

There’s one more haircut, for inflation. It has aver- 
aged 2% a year for the past five years, and the money 
masters at the Federal Reserve are aiming to keep it 
at that level. So your real total return on this fund is 
going to be maybe 0.7%. 

Even that may be too much to expect from the 
average junk bond, says Martin Fridson, a high-yield 
analyst for the past 34 years and a money manager at 
Lehmann, Livian, Fridson Advisors. He notes that the 
Vanguard fund tends to buy at the upper tier of the 
junk pile. The junk market as a whole has a higher de- 
fault rate and is trading at a slim yield premium over 
Treasurys (see chart, p. 100). 

Fridson expects bond prices to suffer as the yield 
spread veers back toward the historical norm. His fore- 
cast for the junk sector over the next four years is for a 
0% total return. That’s before inflation. After inflation 
you'd be deep in negative territory if he’s right. 

Do you have any junk in your retirement account? 
Sell it. 


EXPECTATIONS FOR 


A TEN-YEAR TREASURY 


DUMB MONEY: 5.7% 
SMART MONEY: 0.6% 


The iShares 7-10 Year Treasury Bond fund, benefiting 
from declining interest rates, has delivered a 5.7% an- 
nual return over the past five years. That’s pretty use- 
less as a forecast. If you buy a Treasury bond due in 
2024, you know in advance what the yield to maturity 
is going to be: 2.6%. Now subtract inflation. Likely 
real return: 0.6% a year. 

If the cost of living goes haywire, your results will 
be worse. To eliminate uncertainty about inflation, 
you could buy the TIPS, an inflation-protected ver- 
sion of this bond. A TIPS is not going to make you 
wealthy. It yields a pathetic 0.4%. 
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INNOVATION IN 


imegaGe OF EXPERIENCE 


We live in an age where businesses need to look beyond the aesthetics of a product or the 
practicalities of a service... where consumer engagement and loyalty count far more than features 
and benefits alone... where consumers expect to interact with or even influence suppliers — not just 


be sold to. 


Products are no longer enough 
for today’s consumers who value 
experience over all else. 


THE AGE OF EXPERIENCE 
HAS ARRIVED 


Executives and academics 
everywhere accept that in the 
modern economy, the key to 
success is delivering consumer 
experiences that demonstrate 
true differentiation. 


And yet, the task is a daunting one 
at best. What exactly is meant by 
experience? And, more importantly, 
how can a business influence it, 
given the complex array of emotional, 
rational and physical responses 

that inevitably drive consumer 
connection? 


[F WE CHANGE THE WAY 
WE INNOVATE, CAN WE 
DEVELOP EXPERIENCES THAT 
CONSUMERS DEMAND? 


About Dassault Systemes Dassault Systemes, the 3DEXPERIENCE Company, provides busines 
Its world-leading solutions transform the way products are designed, produced and supported 
possibilities for the virtual world to improve the real world. The group brings value to over 19 


3DEXPERIENCE is a registered trademark of Dassault Systemes 


The key to making consumer 
experience the true focus of 
innovation is to capture insights 
and expertise from across 

a business’s entire ecosystem. 


Shaping the right consumer 
experience requires not only 
the involvement of but also the 
collaboration between all roles 
within a company - from 
marketing and management 

to sales and engineering. 


Only by connecting all the dots 
between people, ideas and data can 
a business drive consumer loyalty, 
engagement and value. 


IF WE WANT TO THRIVE 
IN THE AGE OF EXPERIENCE, 
WHERE CAN WE TURN? 


The 3DEXPERIENCE® platform from 
Dassault Systemes is a business 
experience platform: a new class 

of collaborative environment 
specifically designed to help 
companies create differentiating 
consumer experiences. 


or its subsidiaries in the U.S 


It enables everyone within 
a company to play an active 
role in experience development. 


With a single, easy-to-use, 
compass-like interface, the 
3DEXPERIENCE platform powers 
INDUSTRY SOLUTION EXPERIENCES 
— based on 3D design, analysis, 
simulation and intelligence 
software in a collaborative, 
interactive environment. 


The Age of Experience represents 
a significant opportunity for 
businesses prepared to place 

a new focus on creating unique 
and truly rewarding consumer 
experiences. 


It’s time to ask the right questions, 
understand the present and navigate 
the future — now made possible 

with the 3DEXPERIENCE platform. 


Discover the 3DEXPERIENCE 
platform and our INDUSTRY SOLUTION 
EXPERIENCES at 3DS.COM. 


and/or other countries 
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it powers INDUSTRY SOLUTION 
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THE BEST ADVICE EVER 







Peter Lynch acc: 70 


MANAGER, FIDELITY MAGELLAN FUND (1977-90) 
INDISPENSABLE WISDOM: Buy what you know 
BESTSELLER: One Up on Wall Street (1989) 


MONEY QUOTE: “Everyone has the brainpower to 
follow the stock market. If you made it through fifth 
grade math, you can do it.” 


FUNDAMENTALS: Lynch turned Fidelity’s Magellan 
Fund into one of the world’s largest mutual funds in 
the 1980s by logging a compounded average annual 
return of 29%. His secret sauce: stocks with histori- 
cally low price/earnings multiples, avoiding compa- 
nies with hypergrowth and ignoring market fore- 
casts. His commonsense picks worked brilliantly and 
spawned a generation of boots-on-the-ground DIY 
analysts. After his amazing 13-year market-beating 
streak ended in 1990 with a 4.5% loss, he retired. 


INVEST LIKE PETER LYNCH: Don’t buy Twitter or 
Amazon, but do buy these suggested by AAll.com 
and Validea.com (both have Peter Lynch-inspired 
stock screens): NetApp, Barrett Business Services, 
Honda, Publix and Alliance Fiber Optic. 
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EXPECTATIONS FOR 


A HOT STOCK FUND 
DUMB MONEY: 24.35% 


SMART MONEY: 4. / % 












The Bogle Small Cap Growth Fund, which buys risky 
stocks like Pilgrims Pride and Rite Aid, fares badly in 
bear markets but has done fabulously well in the bull 
market of the last five years. The recent return could 
be luck. What’s a realistic forecast? 

To come up with one we took our 5% real return 
forecast for the market and multiplied by 1.36, the 
fund’s beta. That number tells you this fund’s hyperac- 
tive stocks tend to go up or down $1.36 when the S&P 
goes up or down $1. Now subtract the fund’s stiff 1.35% 
expense ratio. 

Its furious portfolio shuffling is likely to hurt, too, 
since traders tend to push prices away when they buy 
and sell. To estimate the drag from trading we plucked 
a formula from an academic study published last year 
in the Financial Analysts Journal, then scaled back the 
damage estimate by half on the hopeful theory that 
trading costs are coming down. 

Our final number: 4.7%, about the same as you could 
expect from a less volatile S&P 500 index fund. 

The Bogle in the name is John Bogle Jr., son of John 
Bogle, founder of Vanguard (see p. 118) and fan of index 
funds. Except for investors who enjoy roller-coaster 
rides, the elder Bogle’s investment approach seems the 
better choice. 















































EXPECTATIONS FOR 


MARKET NEUTRAL FUNDS 


DUMB MONEY: 222 
SMART MONEY: — 0.1% 









These funds buy one bunch of stocks and then sell anoth- 
er bunch short. The conceit is that they can make money 
in both bull and bear markets. Can they? 

John Rekenthaler, vice president for research at fund 
tracker Morningstar, is skeptical of the breed. Over the 
past decade the group has averaged a 1.9% annual return, 
he says, and that number is boosted by survivorship 
bias—the tendency of the worst performers in any cat- 
egory to close their doors and vanish from the averages. 
Subtract inflation and you’re losing ground. 

It isn’t clear what investors expect of these exotic 
funds, Rekenthaler says, although presumably 
they wouldn’t be taking the risks involved just to 
tread water. 

Our advice: Avoid. If you want to cut your exposure 
to the stock market, use a short-term bond fund. 
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STOCKS, BONDS AND FUNDS 





What happens when you force a team of bottom-up value managers to collaborate 
with a group of number crunchers? You get great global stock portfolios, with less risk. 


BY MATT SCHIFRIN 


mong investment man- 

agers there are gener- 

ally two camps of stock 

pickers. There are 
Benjamin Graham value inves- 
tors, who do intense fundamental 
analysis in search of stocks selling 
well below their own calculations 
of intrinsic value, and then there 
are quants, who rely on probabili- 
ties and computer screens of pub- 
licly available data on thousands 
of stocks in an effort to produce 
winning portfolios. 

Both strategies can be success- 
ful, but rarely do the two groups 
mix in practice. It’s kind of like 
the differences between Chris- 
tianity and Judaism. They have 
different liturgies, but their end 
games are identical. 

On the 15th floor of a Los 
Angeles office tower not far 
from UCLA’s Westwood campus, 
there’s a fast-growing money 
management firm that has 
achieved a kumbaya equilibrium 
between managers who practice 
the art of deep value investing 
and math nerds who are im- 
mersed in the science of quantita- 
tive analysis. 

The firm is Causeway Capital 
Management, and it’s headed by a 
value-quant matchmaker named 
Sarah Ketterer. Today Ketterer, 


Causeway Capital Chief Executive Sarah 
Ketterer has sprinkled fairy dust on two 
rival investing camps. 





ROBERT GALLAGHER FOR FORBES 
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53, is probably the most success- 
ful female money manager in the 
business. In the last 18 months 
assets in her firm have more than 
doubled, from $16 billion to $33 
billion, thanks largely to the com- 
pany’s stellar performance. For 
example, her firm’s flagship mu- 
tual fund, Causeway International 
Value, has a five-year average 
annual return of 14% versus 10% 
for its benchmark index. The $6 
billion fund gained 25% in 2012 
and another 24% in 2013. 

Sitting in the firm’s sunny 
L.A. conference room wearing a 
red leather jacket and sporting a 
brown pixie haircut, Ketterer is 
determined to convince a visitor 
of the firm’s team approach. But 
if it were not for her own seren- 
dipitous path into the business of 
money management, this suc- 
cessful quant/value experiment 
might have never occurred. 

Ketterer comes from West 
Coast investing royalty. She is the 
daughter of John Hotchkis, 81, 
one of the founders of asset man- 
agement giant Trust Company of 
the West as well as of iiber-suc- 
cessful value boutique Hotchkis 
& Wiley. 

After a few boring summer 
jobs in the back office of her fa- 
ther’s firm, Sarah wanted noth- 
ing to do with stock picking. She 
started at Stanford as a premed 
student, switched to political sci- 
ence and economics, and even- 
tually went to Dartmouth for an 
M.B.A. After business school she 
took a job in corporate finance at 
Bankers Trust in New York. But 
instead of becoming enamored 
by big mergers and investment 
banking, she shifted her focus 
to data—or more precisely, the 
Tower of Babel that was the state 
of European company databases 
in the late 1980s. 

“T remember visiting a com- 
pany in Italy that made sports 
equipment, and they were pulling 
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Brand Voice | BY TD AMERITRADE 


Learning to Read the Company Narrative: 
How to Find the Story Behind the Numbers 


NICOLE SHERROD 
MANAGING DIRECTOR, TRADER GROUP 
TD AMERITRADE 





Good tools, of course, can help you 
read between the lines, and Sherrod 
has worked hard to help level the 
playing field between the big guns of 
Wall Street and the retail investor. She 
points to likeFolio.com as an example 
of the kind of tools that innovators are 
developing to pique the interest of 
younger generations. 


“Applications can now analyze your 
social media conversation,” says 
Sherrod, “and give you insights and 
data on the companies that you and 
your friends are talking about the 
most.” Other tools can show you 
where the products you like fit into 
the context of all the other sources of 





icole Sherrod, managing director of TD 
Ameritrade’s trader group, is unapologetic 


about her degree in English literature 


from the University of Delaware—and she’s in 


good company. 


A short list of successful business giants who 


were once literature majors would 
include former Goldman Sachs CEO 
and U.S. Treasury Secretary Hank 
Paulson (English, Dartmouth); Steve 
Wynn, Chairman and CEO of Wynn 
Resorts (English and cultural anthro- 
pology, University of Pennsylvania); 
Michael Eisner, former Disney CEO 
(English and theater, Denison Uni- 
versity); and former Xerox CEO Anne 
Mulcahy (English and journalism, 
Marymount College). For Sherrod, who was 


prompted by her parents to take a pass/fail basic 
investment course at Delaware, a passion for 


reading novels soon found a different target. 


“That investing course offered the opportunity 
to learn the narrative behind the companies we 


a company’s revenue. “If you like the 
Disney movie Frozen, for example,” 
she says, “TD Ameritrade’s company 
profile tool can tell you things you 
might not know about that com- 
pany—like the fact that over 35% of 
its revenue is from ESPN. 


“Innovations in trading 


technology have resulted 
RSH TSC Cl 
investor.” 


NICOLE SHERROD 
MANAGING DIRECTOR, TRADER GROUP 
TD AMERITRADE 





“Innovations in trading technology 
have resulted in a more sophisticated 
investor,” says Sherrod. Options and 
other derivatives now make up 40% 
of TD Ameritrade’s daily activity. “We 
see everything from covered calls to 
selling puts,” says Sherrod. “Technol- 


studied,” she explains. Good retail investors do the | ogy and education give people the 
research, according to Sherrod, and they learn how _ tools that they need from a real-time 


to read companies like a book. “It’s not just the 
valuation metrics of a company that are impor- 
tant,” she says, “but who’s on the leadership team, 
what makes them tick, and what their strategy is.” 


perspective to make sure that they're 
well positioned, no matter what the 
market might bring.” The English 
major speaks the language. 


TD Ameritrade, Inc, member FINRA/SIPC/NFA. Commentary provided for educational purposes only. Past performance 


is no guarantee of future results or investment success. Options involve risks 
Ameritrade and likeFolio are separate, unaffiliated companies and are not responsible for one another 
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THE BEST ADVICE EVER 


Alexander Hamilton 


1755-1804 
FIRST U.S. TREASURY SECRETARY 


INDISPENSABLE WISDOM: Sovereign strength begets 
financial stability 


NICKNAME: Little Lion 


KILLER INTERNSHIP: Aide-de-camp for George 
Washington during the Revolution 


BESTSELLER: The $10 bill 


MONEY QUOTE: “A nation which can prefer disgrace to 
danger is prepared for a master, and deserves one.” 


FUNDAMENTALS: During the period when America 
was an emerging market, Hamilton was a tireless 
advocate for responsible federal finances. He knew 
that a strong central government was a prerequisite 
for robust economic growth. Lesson: Don’t buy se- 
curities in developing countries with dodgy rulers. 


INVEST LIKE HAMILTON: You can always be a purist 
and buy U.S. government bonds, but if you want to 
venture overseas, be sure to do plenty of home- 
work first. 
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their data out of a drawer, and I was thinking, What are 
they doing? This is not good,” says Ketterer. “I think he 
was smoking, too.” 

So Ketterer quit her M&A advisory job to create a new 
company that would scrub and organize European data 
and sell it to investment managers. 

Her first stop was her father’s firm, Hotchkis & Wiley, 
back in L.A. But instead of seeding her business or be- 
coming a client, her father and his partner, George Wiley, 
asked her to join the firm and help them start a new in- 
ternational equity arm. 

“T had never really thought of being in asset manage- 
ment before that,” says Ketterer, “but I had spent a lot of 
time in Europe talking to database owners. I recognized 
that the data was imperfect, and it struck me as quite 
obvious that there must be price inefficiencies in these 
markets.” 

Ketterer’s career pivot inadvertently set her on a path 
to developing a new model of money management and 
ultimately prompted her and her Irish-born comanager, 
Harry Hartford, to break away from Hotchkis & Wiley 
(then owned by Merrill Lynch) and start their own inter- 
nationally focused asset management firm in 2001. 

In data-lover Ketterer’s value-investing operation, 
numbers geeks share equal power with the tire-kicking 
fundamental analysts, and not a single stock can be 
purchased unless a consensus is arrived at by the team. 
Indeed, all picks must first pass muster with the quants, 
who screen 3,000 global stocks with market caps greater 
than $1 billion each week. 

“They are looking for a subset of stocks that are al- 
ready biased to outperform the market,” says Ketterer. In 
other words, which stocks are selling at historically low 
enterprise value (market capitalization plus debt) to cash 
flow multiples and are beginning to see positive earnings 
estimate momentum from the most statistically accurate 
brokerage analysts. They also seek companies that are re- 
turning capital to shareholders, mostly through dividends 
or buybacks. 

“We identify stocks that others are truly not interested 
in, when earnings look flat and there seems to be no pros- 
pect of improvement on the horizon,” says Ketterer. 

A good example is French automaker Peugeot, which 
had come out of what was essentially bankruptcy but was 
still languishing, along with the weak French economy. 

In 2013 Peugeot popped up on Causeway’s quant 
screen, and after a thorough vetting by the firm’s indus- 
trials expert, Jonathan Eng, it was determined that a re- 
capitalization led by the French government and Chinese 
auto giant Dongfeng Motors, plus management changes, 
would revitalize the company. Also, there was significant 
potential in a new compact model, Peugeot 301, which 
sells for about $13,600 in China. 

“The key here for us is something called operating lev- 
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UPDATING OUR TRADING TOOLS. 
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MARKETS CHANGE EVERY DAY. 

SO DO OUR TOOLS. 

We enhance our tools at least 50 times per month. 

With tools like paperMoney,® which lets you experiment 
with trading strategies using virtual cash, you'll be able 
to let innovation power your trading. 
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David Tepper xcz:ss 
FOUNDER, APPALOOSA MANAGEMENT 


INDISPENSABLE WISDOM: The end is not nigh: 
people and markets adapt to even the worst 
circumstances 


INFLUENCED BY: Robert Rubin 


CRYSTAL BALL CRED: During panic of early 2009 bet 
heavily on Bank of America, Citigroup and AIG 


MONEY QUOTE: “I am the animal at the head of the 
pack. ... | either get eaten, or | get the good grass.” 


FUNDAMENTALS: Quit Goldman Sachs in 1992 to 
found his own hedge fund. As a distressed-bond 
investor he has a record of making clearhead- 
ed moves in environments of fear and misin- 
formation. Tepper paid attention to Treasury 
department statements promising to backstop 
the big financial firms and in the five years after 
Lehman’s collapse generated annualized net 
returns of nearly 40%. 


INVEST LIKE TEPPER: Watch the central bankers 
and fiscal policymakers closely. Own Google and 
Citigroup—he does. 
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erage,” says Ketterer. “It’s the absolute secret to getting 
a cyclical stock right. Companies that are deeply cyclical 
cut costs in a downturn. The more of the fixed costs that 
they cut, the more operating leverage they have when 
revenues do finally turn up.” Peugeot’s stock is up 29% 
year to date. 

Causeway is taking a similar tack with European 
banks, where it is overweighted. It owns names like 
Barclays, UBS and Crédit Agricole. 

“Crédit Agricole has de-risked its balance sheet,” says 
Causeway’s Alessandro Valentini, “They got rid of a large 
Greek bank subsidiary that they owned and are very in- 
volved in their regional banks in France.” 

On the surface Crédit Agricole appeared to be selling 
at 80% of tangible book value when Causeway bought 
shares, but the official stats failed to capture the upheaval 
going on at the French bank holding company. “To us 
Crédit Agricole was really priced closer to 60% of book 
value,” he says. 

In this way Valentini is touching on another key aspect 
of Causeway’s value-quant mash-up. The fundamental 
team, which is required to look out two years in targeting 
its price, often turns up new data points that are not yet 
being reported and that are then factored into their col- 
leagues’ quant models. 

Besides banks and cars, Causeway is deep into Asian 
telecoms, with their higher-than-market dividend yields, 
which should both generate much needed income and 
provide some downside protection. Four they like are 
SK Telecom (S. Korea), China Mobile, KDDI (Japan) and 
Vodafone. Causeway thinks faster data speeds in Asia 
should allow for some improvement in pricing and boost 
monthly revenues per user. 

At Causeway all value portfolio managers and analysts 
work in groups of four or five. They are region-of-the- 
world agnostic, ignore benchmark index weightings and 
focus on four different “clusters” of industries: “financials 
and materials”; “technology, telecom and health care”; 
“energy, consumer and utilities”; and “industrials and 
manufacturing.” The quants, led by Arjun Jarayaman, a 
Ph.D. from NYU’s Stern business school, are on call for 
each cluster. Chief Executive Ketterer and President 
Hartford are the only generalists at the firm. 

Clusters are then expected to review existing hold- 
ings and nominate new stocks in lengthy research memos 
that outline the investment case, the risks and a valuation 
model. Then, like a grad student defending his disserta- 
tion, the lead analysts on the stock go before peer review 
sessions, where they must answer questions and discuss 
the stocks with the group. 

Causeway eschews the notion of stars, whole teams of 
portfolio managers are listed on each fund, and manag- 
ers get just as much credit for keeping stocks out of a 
fund as they do for putting them in. The structure also 









eliminates the behavioral biases that can be poison to 
prudent portfolio management. Once stocks are agreed 
upon by the group, they are ranked according to two- 
year expected return. 

“The challenge that we face is how do we take these 
securities and decide which ones end up in the portfolio 
and how much capital to allocate to each,” says Hartford, 
noting that Causeway’s portfolios are always 100% in- 
vested in equities. 

Enter the quants again, who perform another layer of 
risk analysis by assessing the effects of individual stocks 
and weightings on the overall portfolio. Indeed, while 
most money managers tend to simply “diversify” or 
spread their bets wider to address risk, Causeway uses 
sophisticated modeling developed by its quants, one of 
whom is an astrophysicist. 

It works. Causeway consistently reports a higher 
Sharpe ratio—producing more return for the risks taken— 
than its peers. 

“Tn the old days we were kidding ourselves that we 
were diversifying,” says Ketterer. “When we were intro- 
duced to multifactor risk models, a statistical model that 
measures how these stocks correlate with each other over 
long periods of time, it was like a lightning bolt struck.” 

Not all of Causeway’s quant-value picks work out. 
Take British retailing giant Tesco. 

“T don’t know how many times I’ve crowed about 
Tesco’s 4.5% dividend yield and the stability of their busi- 
ness. All of the boxes were checked. Our Tesco cluster 
meetings were perfect examples of the Causeway para- 
digm,” admits Ketterer. “The company was in transition, 
we thought they had a cooperative competitive environ- 
ment, new management was in place, it all looked good.” 

Causeway’s mistake was that it underestimated the 
giant structural change hitting Tesco and other U.K. re- 
tailers. “Internet shopping,” she says. “It’s a horror. Those 
companies don’t seem to care if they’re making money. 
They’re just killing Tesco.” 

Postcrisis, Ketterer and her value team are relying on 
their quants even more. “After 2008 we turned to our 
quants and said, ‘Help!’ We need to know with these 
portfolios what will happen in the next crisis.” 

So Causeway’s quants analyzed the eight worst 
quarters for each of the firm’s strategies and created an 
extreme risk model that is run daily and reviewed on a 
weekly basis. It spits out what Ketterer calls her “FBI 
most wanted list” of the firm’s ten holdings that are most 
likely to nose-dive in a crisis. 

“There are some stocks that under extreme scenarios 
perform worse than we would have thought,” says Ket- 
terer. “We are not expecting the bottom to fall out of mar- 
kets, but it may happen. That is why we need to under- 
stand portfolio risk from dimensions that even ten years 
ago we would have never considered.” Q 


Hetty Green 1834-1916 


MISER 


INDISPENSABLE WISDOM: Be opportunistic, focus 
on income and pinch pennies 


NICKNAME: “The Witch of Wall Street” 


MONEY QUOTE: “All you have to do is buy cheap 
and sell dear, act with thrift and shrewdness, and 
be persistent.” 


FUNDAMENTALS: Green inherited $5 million at age 
30, and by the time she died in 1916 had turned it 
into $100 million, making her the richest woman 
in the nation. How? One: She was unbelievably 
cheap, refusing to use hot water, wash her clothes 
or provide her son with decent medical care. Two: 
a flint-eyed instinct for a bargain, favoring income 
from distressed loans and discounted government 
bonds. She only bought stocks in financial panics. 


INVEST LIKE GREEN: She endeavored to earn 6% 
annually, doubling her money every 12 years. Earn- 
ing 6% today isn’t easy. One possibility: BlackRock’s 
Utility & Infrastructure Trust has a 7% yield. Anoth- 
er: Energy Transfer Partners, an MLP yielding 6.6%. 
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BEST ETFS FOR 


INVESTORS 


If you are investing for decades, small cost differences turn into big sums. 


BY WILLIAM BALDWIN 


ow’s that index fund in your 401(k) doing? 
Wrong question. 
The right one: How much is it costing 
you? Our annual survey of exchange-traded 
funds zeroes in on the ones with the lowest overhead. 

If you are buying a passive index fund, cost differences 
are the most important thing in choosing one product 
over another. Past performance is irrelevant. You’re not 
buying a foreign stock index fund or a long-term bond 
fund because it went up last year. You’re buying it be- 
cause your portfolio needs more exposure to those asset 
classes. 

Who’s got the best deal in exchange-traded funds? If 
it’s U.S. stocks you want, there’s no better choice than the 
SCHWAB U.S. BROAD MARKET INDEX FUND (SCHB). Putting $10,000 
into that for a decade will cost you only $49. 

You want long-term bonds? The cheap product is from 
Vanguard Group, whose LONG-TERM BOND INDEX FUND (BLV) 
costs $171 over a decade for a $10,000 investment. 

Among portfolios of small-growth companies, the 
screaming bargain is from BlackRock’s iShares family. Its 
RUSSELL 2000 GROWTH ETF (IWO) will cost you, we figure, —$153 
per $10,000. That neat trick is a consequence of Black- 
Rock’s securities lending operation. The lending fees it 
hauls in on behalf of fund investors more than cover the 
management expense. 

The survey started with funds for which Morning- 
star records an expense ratio no higher than 0.4%. This 
group, comprising $1.3 trillion in assets, consists almost 
entirely of index funds—portfolios that mechanically 
track a fixed basket of stocks. (Actively managed ETFs 
are a different beast; see the story on page 128.) 
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We scored the funds on a unique cost measure that 
takes into account that expense ratio as well as two 
other factors. One of the additional factors is the trad- 
ing spread, the bid/ask differential that gets carved out 
of your investment when you go into and out of a traded 
security. In this respect ETFs are unlike no-load mutual 
funds, which are bought and redeemed at the same price. 

The other factor is the cost offset from securities 
lending. Many funds lend out shares to short-sellers, and 
the resulting fees can run into the millions of dollars. As 
a percentage of fund assets, securities lending income is 
particularly likely to be significant for funds that own the 
shares of small, speculative companies. 

There are no stars for performance in this survey. The 
portfolio management consists of following an index 
that someone else created. The work can be handled by a 
well-educated monkey. 

But costs? They make a big difference. Let’s say you 
are 40 and have $100,000 in your 401(k) account. Choice 
one is to use the 2040 target fund highlighted in the plan. 
Its expense ratio, let us suppose, is 0.78%. Choice two is 
to use your plan’s “brokerage window” and to cook up a 
homemade target fund using FORBES’ Best ETFs. Not 
counting any money you will add for the next 26 years, 
the second option will leave you $58,000 better off. (For 
a sample recipe, see the box on page 114.) 

What if your employer’s plan doesn’t allow you to buy 
ETFs? Get some placards and organize a protest outside 
the benefits office. 

Individual investors can count themselves lucky that 
index fund vendors are engaged in a price war. Vanguard, 
already big in index funds organized as mutual funds, 
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An investment may look 
perfect to you on paper. But 
that’s no reason to believe 
it will measure up to your strategic goals 

Consider what State Street Global Advisors 
brings to the table. With over 120 SPDR® ETFs, 
there's a fund to fit virtually any portfolio strategy. 

Interested in Equities? Fixed Income? 
Dividends? Whatever the market segment, 
you'll. get precisely what's on the label. Nothing 
more. Nothing less. 

When it comes to building your portfolio, it's 
not the thought that counts. It’s finding the 
right product. To learn more, scan the QR code 
or visit spdrs.com. 
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BEST ETFS 


Once you have decided on a category of asset, there is only one thing that matters 
in selecting an index fund: the cost. These figures, showing the cumulative 

cost for a $10,000 investment growing 5% a year, reflect expense ratios, bid/ask 
spreads and the cost offset from securities lending fees. See story on page 112. 


ASSETS TEN-YEAR ASSETS TEN-YEAR 
TICKER NAME ($BIL)' COST ($) TICKER NAME ($BIL)' COST ($) 



















LARGE COMPANY AND DIVERSIFIED COMMODITY AND CURRENCY 









SCHB SCHWAB US BROAD MARKET $3.3 $49 IAU ISHARES GOLD TRUST $6.8 $415 
VTl_ VANGUARD TOTALSTOCKMARKET —= 42.5 57 SGOL ETFSPHYSICALSWISSGOLDSHARES 1.1 ~_—«630 
SCHX — SCHWAB US LARGE-CAP 27 65 GLD SPDR GOLD SHARES 32.4 641 
vOO  VANGUARDS&P500 i (“assti‘(‘éC;Cé«d 79 FXY  CURRENCYSHARES JAPANESE YEN TRUST 0.1 645 
IVV ISHARES CORE S&P 500 57.6 99 






SHORT- AND MEDIUM-TERM BONDS 











LARGE COMPANY/SPECIAL WEIGHTS SCHZ SCHWAB US AGGREGATE BOND 0.7 107 
SCHG SCHWAB US LARGE-CAP GROWTH 1.2 pil4 AGG —ISHARESCORETOTALUSBOND MARKET 16.9 131 
SCHV SCHWABUSLARGE-CAPVALUE  —i1.0 115 BND — VANGUARD TOTAL BOND MARKET 19.6 132 
SCHD _ SCHWAB US DIVIDEND EQUITY 1.8 119 SCHO SCHWABSHORT-TERMUSTREASURY —_—0..5 134 
VIV EVANGUARDVALUE 7 2437 143 


LONG-TERM BONDS 






























VUG  EVANGUARD GROWTH 13 oe BLV _ VANGUARD LONG-TERM BOND INDEX 0.6 171 
SMALL AND MIDSIZE COMPANIES TLT ISHARES 20+YEARTREASURYBOND = 4.2.—Ss« 194 
SCHA SCHWAB US SMALL-CAP 2.0 ees VGLT | VANGUARDLONG-TERMGOVTBONDIDX 0.1 209 
IWM _ISHARESRUSSELL2000— —(i—t—s«éB -16 VCLT VANGUARD LONG-TERM CORP BOND IDX 0.8 210 
JR ISHARES CORE S&P SMALL-CAP 13.5 32 Sr eye one 
VXF VANGUARD EXTENDED MARKET INDEX 3.3 a8 SHM  SPDRNUVEENBARCLAYSCAPITALS/TMUNIBD 2.2 329 
VB Beene ie Gar &° 2 SMB MARKET VECTORS SHORT MUNICIPALINDEX 0.2 335 
SMALL AND MIDSIZE COMPANIES/SPECIAL WEIGHTS CXA — SPDRNUVEENBARCLAYSCAPITALCAMUNIBD 0.1 368 
IWO _ ISHARES RUSSELL 2000 GROWTH 5.4 e153 TF SPDRNUVEEN BARCLAYS CAPITALMUNIBD 1.0 — 380 
VBK  VANGUARDSMALLCAPGROWTH =—s 3.6 —s—-34 INTRENAT ONL ROND SE 
NOR ee 11 BNDX VANGUARD TOTAL INTL BOND IDX 1S mess? 
VOR" UMBNSUARD MIDEERE NOIR era 27. 135 RIGS  ALPSRIVERFRONTSTRATEGICINCOME 0.3. —382 
VOT VANGUARD MID-CAP GROWTH Zee iAs ane Se eet eee 
INFLATION-PROTECTED BONDS 
peor SCHP  SCHWABUS TIPS 0.4 127 
a Ey Se sO ee VTIP_ VANGUARD SHORT-TERM INFL-PROTSECIDX 1.2 174 
VOX VANGUARD TELECOM SERVICES 0.7 53 ea 
SCHH  SCHWABUS REIT 019 ant 26 
VAW VANGUARDMATERIALS = =ss-.2—s«156 > SAVE $58,000 ON A TARGET FUND 
DIVERSIFIED INTERNATIONAL Let's say you're 40, aiming to retire at 66 and thinking of 
VEA op ANGUARD ETSE DEVELOPED MARKETS | 22.4 St putting $100,000 into a name-brand “target date” 2040 
SCHE | GSRUMEE INTERNATIONAL EQUIDY 23 1 fund with 0.78% in annual expenses. Here’s a homemade 
VXUS VANGUARD TOTAL INTL STOCK IDX Ze. es concoction with a composite expense only one-tenth 
VEU" EHONSUSRE BISE AEE WORLD ERS cra 12.4 156 as high: $54,000 in SCHB, $27,000 in VXUS, $14,000 in 
SPECIALIZED INTERNATIONAL SCHZ and $5,000 in BNDx. To imitate the target fund, 
VGK VANGUARD EUROPEAN STOCK INDEX 16.9 133 you'd gradually shift money from stocks to bonds as you 
VSS VANGUARD FTSEALL-WLDEX-USSMCPIDX 2.0 135 get older. 
VWO — VANGUARD EMERGING MARKETS STOCKIDX 44.5 150 With a 5% gross return, the ready-mix product would 
VPL_ VANGUARD PACIFIC STOCK INDEX ZO rsea® grow to $290,000 but the homemade one to $348,000. 
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established itself as the cult brand among pilots the world over. The 
new Chronomat Airborne, a special series of the Chronomat created 
30 years ago for elite pilots, combines peerless sturdiness with all the 
PARE COME MEL La ATUL La Cee professionals. Onboard 
this model designed for the most extreme missions is Manufacture 
Breitling Caliber 01, a movement chronometer-certified by the COSC 
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1 PROMOTION | EMERGING MARKETS 


Education in the 
Democratic Republic of Congo 


New Programs and Investment Are Achieving Results 


Under the leadership of President Joseph Kabila and Prime Minister Matata Ponyo Mapon, 
the quality of education in the Democratic Republic of Congo (DRC) has improved and access 
to public education has expanded. This significant progress has taken shape since 2010, 
when the government launched programs aimed at education and economic reforms. 


BY PAUL TRUSTFULL 


rime Minister Ponyo is a cham- 

pion of growth and development. 

In early May, he visited the Sul- 

tanate of Oman to speak about 
Africa’s progress at the Global Education 
for All (EFA) annual meeting. The UNESCO- 
adopted organization assembled global 
leaders to discuss progress and future 
commitments to basic education through- 
out the developing world. The meeting in 
Muscat was hosted by His Highness Sayyid 
As’sad bin Tariq Al Said. 


Progress Toward Long-Term 
Goals 

The Global EFA meeting assesses progress 
toward educational goals and sets tangible 
actions for pursuing those goals. Efforts 
since the year 2000 have yielded unprece- 
dented progress, UNESCO reports, though 
more work remains to be done. 

The gathering of over 300 participants 
included world leaders and people from 
bilateral agencies, the United Nations, 
regional organizations, civil society, the 
private sector, and institutes and research 
foundations. The meeting is vital for critically 
assessing the progress different nations are 
making and for exploring areas of mutual 
collaboration to further develop education 
worldwide. 

In his presentation, Prime Minister Ponyo 
described education as “the foundation for 
the progress of nations and wealth,” and 
offered examples of the measures the DRC 
has undertaken. Basic education is now free 
and compulsory, more schools have been 
built, more teachers are being hired, and 
the government has increased spending 
on education. 


Following the presentation of the Congo- 
lese program, Director-General of UNESCO 
Irina Bokova praised the DRC’s achievements 
in education. She congratulated the DRC and 
acknowledged Prime Minister Ponyo for his 
commitment to building a more effective 
and inclusive education system to support 
primary education and teacher training. 


Transforming a Nation’s 
Economy 

Located in Central Africa, the DRC is 
endowed with an estimated $24 trillion of 
natural resources. After years of civil strife 
and uncertainty caused by warfare, this 
nation of 70 million has become a lead- 
ing force in Africa’s economic renaissance. 
In 2013, the nation’s GDP grew by 8.3%, 


Prime Minister Ponyo and Oman Foreign Affairs Minister Yusuf bin Alawi bin Abdullah 


according to the IMF and government 
sources, and growth in 2014 is expected to 
reach double digits. 

Throughout Kinshasa, the nation’s capital, 
signs of economic growth and rehabilitation 
are appearing as skyscrapers take shape, 
freshly paved highways line major routes 
and new public buses whisk commuters to 
their destinations. 

“This country is on the move,” says Prime 
Minister Ponyo. “Our economic performance 
is the strongest since the 1960s. We have an 
inflation rate from January to the present of 
just 0.3%. We will register over 8% real GDP 
growth this year. That makes us number five 
on the continent in GDP growth.” 

As the nation undergoes an economic 
transformation, leaders Kabila and Ponyo 
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Above: Prime Minister Ponyo and Director-General 


of UNESCO Irina Bokova; right: Prime Minister 
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Ponyo and Deputy Prime Minister Sayyid Fahd bin ' 
Mahmoud al Said of Oman & 


Cloud computing, videoconferencing, data communications 
and other current technologies essential to the DRC’s business 
infrastructure are now taught at Huawei’s regional training 


center in Kinshasa. 


are keen on developing the nation’s social 
welfare structure to further strengthen its 
economy and lift its people out of poverty. 
Integral to this vision is President Kabila’s 
long-term plan, Les Cing Chantiers de la RDC 
(the Five Pillars of Democratic Republic 
of Congo). Its long-term strategies aim to 
improve domestic welfare, expand interna- 
tional trade and boost domestic investments. 


Investment in Education 
Generates Results 

Prime Minister Ponyo has resolved to reju- 
venate the education sector and is begin- 
ning to see the results of changes made 
under the Five Pillars framework. Since 
2010, Ponyo has taken steps to ensure that 
all Congolese have free primary education 
by constructing 1,000 new schools per year 
throughout the country. 

In conjunction with international orga- 
nizations, Ponyo has personally overseen 
scholarship programs for young girls dis- 
placed by civil strife. Additional collabora- 
tion has led to the hiring of 109,375 teachers 
between 2007 and 2014, the provision of 18 
million textbooks, and a review and rede- 
sign of curricula and training materials. A 
partnership with communication technol- 
ogy services provider Huawei has intro- 
duced new opportunities to DRC students 


seeking high-tech careers. The Shenzhen, 
China-based firm opened a regional training 
center in Kinshasa in 2012. 


Continuing to Set an Example 
While the changes in the education sector 
have been profound, significant areas 
require improvement and further financ- 
ing. Educating all Congolese children— 
considering the nation’s growth rate—will 
require 20,000 schools. As the number of 
schools increases, the nation will face the 
challenge of encouraging more individu- 
als to become teachers and educate future 
generations. 

Concluding his remarks to the Global EFA 
meeting, Prime Minister Ponyo emphasized 
that creating a structure to provide educa- 
tion for all youth is vital to creating and har- 
nessing opportunities in the DRC. As the 
Congolese people continue to develop an 
environment that helps society thrive, Prime 
Minister Ponyo’s education reforms are a key 
part of fulfilling his pledge to bring a new 
level of prosperity to the DRC. 

As Africa begins to adopt new models for 
development and education practices, the 
DRC can provide an example of how a nation 
can rise to the challenge, expand access to 
education and strengthen economic oppor- 
tunities for its people. & 





In his presentation to the Global Education 
for All (EFA) annual meeting in Muscat, 
Oman, DRC Prime Minister Ponyo pro- 
vided an update on recent educational 
reforms: 

Congolese now have free primary 

education 

Compulsory education expanded from 

six years to eight years 

1,000 new schools being built per year 

109,375 teachers hired 

18 million textbooks purchased 
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THE BEST 


John C. Bogle AGE: 85 
FOUNDER, VANGUARD 
INDISPENSABLE WISDOM: It’s the fees, stupid 


NICKNAMES: Jack, Saint Jack (used by supporters 
and detractors alike) 


MONEY QUOTE: “Don’t let the miracle of long-term 
compounding of returns be overwhelmed by the 
tyranny of long-term compounding of costs.” 


FUNDAMENTALS: When he launched the first retail 
stock index fund, the Vanguard 500, in 1976, it was 
derided by some as “Bogle’s Folly.” But thanks 

to a 1996 heart transplant, Bogle has lived to see 
widespread acceptance of his disruptive idea—that 
Since you can’t beat the market, low costs are all 
that matter. The Vanguard Group is now the world’s 
largest mutual fund family, with $2.6 trillion under 
management. 


INVEST LIKE BOGLE: Allocate between Vanguard Total 
Stock Market Index and Vanguard Total Bond Mar- 
ket Index according to your age and risk tolerance. 
Automate your contributions, and stop thinking about 
stocks. You have better things to do. 
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cleverly added ETFs as a share class, achieving instant 
economies of scale. Charles Schwab & Co. is smaller in 
ETFs but is undercutting Vanguard on price. 

BlackRock and State Street have a few winners at the 
top of our Best ETF list, along with some funds that are 
less compelling bargains. 

The granddaddy of ETFs, State Street’s $160 billion 
SPDR S&P 500 FUND (SPY), ranks sixth in the ten-year cost com- 
petition for big-company U.S. stock funds. State Street as- 
sesses a higher expense than Schwab or Vanguard in this 
category, and SPY doesn’t lend securities. 

Two other things besides performance are conspicu- 
ously absent in our Best ETF scorecard: the premium (or 
discount) and the tracking error. 

The former is the variation between the net asset value 
and the trading price of the fund. Don’t lose sleep over it. 
One reason for apparent discounts and premiums is that 
the posted asset value may be calculated from stale prices 
(very stale, if the securities mostly trade overseas). 

Institutional investors have to concern themselves 
with the true value of an ETF’s portfolio, because their 
trades could move the price of the ETF. Small investors 
have less to worry about. For them the main question is 
how much is lost via the bid/ask spread in a round-trip 
trade. Protect yourself by preferring funds with high daily 
volume and narrow spreads, and don’t buy or sell more 
than 1,000 shares at a time. 

Some investment advisors fixate on tracking error, 
which is the difference between the movement of the 
fund and the movement of the index it’s following. We 
don’t think it’s worth a glance. 

There are two components to tracking error. One is the 
overhead of the fund: This drag causes the fund to track 
behind. You should care a lot about this, but you already 
have this base covered if you look at our cost numbers. 

The other source of tracking error is that the fund 
may not own every stock in the index. If it’s missing 100 
out of 2,000, those 100 might do better or worse than the 
rest. So what? This discrepancy is a random number. It 
could hurt the fund this year and help it the next. You can 
ignore it. 

Our asset and expense ratio data come from Morn- 
ingstar. For the trading cost we averaged three bid/ask 
spreads downloaded from a Bloomberg terminal at differ- 
ent times of three days. The securities lending numbers 
come from the fund vendors. We did not include the ef- 
fect of brokerage commissions, which vary from broker to 
broker and fund to fund and are often zero. 

Our cost calculates how much poorer you'd be at 
the end of ten years than if you’d owned the same 
portfolio without any fees; it assumes the fund grows 
5% a year. 

The cheapest of the cheap funds are on page 114. The 
full list can be found at forbes.com/bestetfs. @ 
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BET AGAINST 
HUMAN NATURE 


Behavioral finance has identified the many ways investors defeat 
themselves. But can it make you money? 





BY JOHN F. WASIK 
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- More than academic: Chicago prof 
Richard Thaler turns research into 
market-beating returns. 


ere’s acompelling question: Can you 
profit from others’ irrational investment 
mistakes? 

Richard H. Thaler, a professor of be- 
havioral science and economics at the University of 
Chicago and coauthor of the bestseller Nudge, thinks so. 
He’s also a principal in San Mateo, Calif.-based Fuller & 
Thaler Asset Management, which manages more than 
$2 billion by using insights from the study of investor 
behavior to identify “mispriced” stocks. 

Behavioral pioneers such as the 68-year-old Thaler, 
president-elect of the American Economics Association, 
have spent decades studying how investors often engage 
in self-defeating behaviors and attempting to explain 


why our brains may be hardwired to make the wrong 
moves. When the market is up, individual investors 
buy. When stocks are down and they should be buying, 
they run from the market, as if fleeing a bear or saber- 
toothed tiger. In short, they follow the herd, even when 
the herd is heading off a cliff. 

The stunning result of this buy-at-the-top and sell- 
at-the-bottom behavior: Over the 30 years ended Dec. 
31, 2013 stock-fund investors posted an annual return 
of 3.69%, compared with more than 11% for the S&P 
500, according to Dalbar, a Boston-based financial 
research firm. 

Much has been written about how to get investors to 
stop making such mistakes, although, as Dalbar grimly 
concludes, “attempts to correct irrational investor be- 
havior through education have proved to be futile.” But 
what about the opportunities to exploit these pervasive 
mistakes? 

Behavioral finance flies in the face of the efficient 
market hypothesis, for which Thaler’s longtime col- 
league and sometime golfing buddy Eugene Fama won 
the Nobel in economics last year. That theory holds that 
stock prices incorporate all known information, which 
should make it impossible to beat the market with stock 
picking. 

By contrast, Thaler and the behaviorists believe 
human error not only leads to booms and busts but also 
to inefficient pricing of individual stocks—hence their 
search for undervalued companies. 

Are these guys just reinventing the wheel? After 
all, legendary investors such as John Maynard 
Keynes (see profile, p. 123), Benjamin Graham and 
Warren Buffett (see profile, p. 93) have been keenly 
aware of the need to rise above what Keynes de- 
scribed as “animal spirits” and Graham dubbed “the 
mood swings of Mr. Market.” Great value investors 
take the long view, examining a company’s funda- 
mentals and prospects and looking at book value, 
long-term trends, cash flow and dividends. They buy 
when more emotional investors are selling and hold 
on when they see future growth, even if a stock is out 
of favor with the masses. 

What makes the behavioral managers different, 
however, is that they screen for behavior first and try to 
identify value second. 

One way the Fuller & Thaler money managers spot 
potentially mispriced stocks is by tracking “under- and 
overreaction.” Turns out that some popular companies 
that may be overpriced are not punished by investors 
for missing earnings targets. Yet others, which may be 
underpriced, see their stock prices drop after they hit 
their targets. 

Here’s another striking contrast. Whereas Buffett 
looks for strong management when deciding whether 
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Roger W. Babsoniies-1967 


FOUNDER, BABSON STATISTICAL ORGANIZATION 


INDISPENSABLE WISDOM: Diversification, caution 
and no margin debt 


INFLUENCED BY: Sir Isaac Newton 


CRYSTAL BALL CRED: In September 1929 warned 
investors of an impending crash 


MONEY QUOTE: “More people should learn to tell 
their dollars where to go instead of asking them 
where they went.” 


FUNDAMENTALS: The eventual founder of Babson 
College was educated as an engineer at MIT but 
taught himself statistical analysis while recuper- 
ating from tuberculosis. He bought a typewriter, 
developed a market index based on Newton’s law of 
action and reaction (lower prices must follow higher 
prices and vice versa) and attracted 30,000 news- 
letter subscribers. 


INVEST LIKE BABSON: Buy PowerShares’ FTSE RAFI 
1000 index ETF or FTSE RAFI All World 3000. Both are 
broadly diversified in stocks that have a lower price-to- 
book value and high cash flow and pay a dividend. 
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to buy a stock or a whole company, the analysts at 
Fuller & Thaler don’t make company visits. They keep 
their distance as part of the firm’s efforts to inoculate 
itself against the emotional mistakes even professional 
investors make—a key one being holding on to a pet 
stock too long. 

“We don’t visit companies because that’s a recipe for 
falling in love with them,” Thaler explains. “We don’t 
think we can create emotionless automatons, but we can 
create a discipline where the most obvious biases are 
eliminated.” 

Not that Fuller & Thaler ignores management’s 
behavior. It closely tracks insider stock activity, 
Thaler says, with “an explicit sell discipline that looks 
for executive stock sales that may tell us to sell that 
bugger.” 

As for insider buys, they’re often a tip-off that a 
company’s fortunes are about to turn up. Fuller & 
Thaler has time to act on such tips since the general 
investing public (behavioral economists have found) 
tends to underreact to new positive news about an 
out-of-favor company, while remembering the old 
negative news. 

While behavioral screens provide the leads, Fuller 
& Thaler’s actual buy-and-sell decisions are based on 
more in-depth analysis by a team of four veteran ana- 
lysts who can “dig into the data [in a way] that’s hard 
for a computer to do,” says Raife Giovinazzo, a Ph.D. 
economist who heads up research. “We’re not quants,” 
adds Giovinazzo, who studied under both Thaler and 
Daniel Kahneman, who won the Nobel for his work in 
behavioral economics. (Kahneman is on the board of 
Fuller & Thaler.) 

Giovinazzo offers this example of how behavioral 
finance can inform stock picking. Academic research 
shows that people like to sell their winners—they’re 
four times more likely to sell a stock that has risen 60% 
than one that has been flat. But they often sell too early 
because they’re psychologically “anchored” to the old 
price and not taking account of new information that 
may justify a new higher price. 

In 2010 Home Depot’s stock rose 21% but its earnings 
went up 37%, and it was consistently beating consensus 
earnings forecasts. After studying the chain’s improv- 
ing same-store sales, cost-cutting and worker retrain- 
ing, Fuller & Thaler concluded investors had anchored 
on old, less positive news. The firm overweighted Home 
Depot (relative to its weight in the S&P 500) in its 
large-cap behavioral strategy. Good call. Home Depot 
returned almost 50% in 2012, compared with 16% for 
the S&P. 

That’s one big win. How well does behavioral invest- 
ing work overall? Since Fuller & Thaler is a subadvisor 
to mutual funds, compliance rules preclude it from 









commenting directly on the performance of funds it 
advises. (In an interview Thaler made clear he was 
speaking about the firm’s strategies in general, not an 
individual fund.) 

But there’s nothing stopping FORBES from taking a 
look. Fuller & Thaler advises JPMorgan’s Undiscovered 
Managers Behavioral Value Fund, which is sold to in- 
stitutional investors with a $3 million minimum invest- 
ment and to individual investors (UBVAX) with a $1,000 
minimum, a 5.25% front-end load and a current annual 
expense of 1.35%. Morningstar considers it a small-cap 
value fund and gives it an overall rating of four out of 
five stars, and five stars for the last three years and five 
years. Over the three years ended June 13, it produced 
a 20.19% annual return, compared with 15.73% for the 
Russell 2000 Value Index. 

While Fuller & Thaler is unusual, it’s not the only 
firm that brands itself as a behavioral money manager. 
So does AthenalInvest, a firm based in Greenwood 
Village, Colo. and founded by C. Thomas Howard, a 
retired University of Denver professor and author 
of Behavioral Portfolio Management (Harriman 
House, 2014). 

Like Thaler, Howard eschews efficient market theory 
and what he considers “emotional” measures of the 
market such as standard deviation, correlation, draw- 
down and Sharpe ratio. But he takes a more quantitative 
approach, using what he says are proprietary algorithms 
based on behavioral data to run $160 million in three 
different portfolios. 

Howard has received some notice recently for the 
performance of his Athena Pure Valuation Profitability 
Portfolio, which had a 67.6% return in 2013, making it 
the next-to-top performer among the separately man- 
aged small-cap-value accounts that Morningstar tracks. 
(With separately managed accounts, each investor owns 
stocks directly. While such accounts can be more tax 
efficient than a mutual fund, Athena’s accounts require a 
$100,000 minimum investment.) 

Another Athena portfolio, the Global Tactical ETF, 
places sector bets; it returned 54.5% last year. 

For a third portfolio, Dividend Income Equity, How- 
ard takes the unusual approach of crunching data about 
the behavior of mutual fund managers (including their 
consistency and conviction based on relative portfolio 
weights) to cherry-pick their best ideas for high-yield- 
ing stocks. By looking at such fund manager signals, 
along with dividends, company leverage and sell-side 
analyst opinions, Howard claims, he can spot out-of- 
favor stocks that offer above-average price gains in the 
future. That portfolio returned 36.7% last year, accord- 
ing to Morningstar. 

“We don’t try to outsmart anyone. We just try to iden- 
tify price distortions,’ Howard says. 





THE BEST ADVICE EVER 


John Maynard Keynes 


1883-1946 


ECONOMIST 
INDISPENSABLE WISDOM: Invest, don’t speculate 


BESTSELLER: 7he Economic Consequences of the 
Peace (1919) 


MONEY QUOTE: “Investing is an activity of forecast- 
ing the yield over the life of the asset; speculation 
is the activity of forecasting the psychology of the 
market.” 


FUNDAMENTALS: Although Keynes is known for pio- 
neering macroeconomic theory, he was also a great 
investor. Throughout the 1920s he was an avid specu- 
lator, gambling on currencies and commodities. Later 
he moved into stocks, eschewing the “animal spirits” 
of an irrational market for companies with good long- 
term prospects. Despite being nearly wiped out three 
times (1920, 1929, 1937), he achieved a 16% annualized 
return between 1922 and 1946. 


INVEST LIKE KEYNES: Buy well-managed companies 
that pay a solid dividend, like those found in Van- 
guard’s Dividend Appreciation Index Fund. 
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Some things never change. For the past 5,000 years, gold has served as a universal currency that delivers 
enhanced value over the long term—a reliable hedge against political instability, debt and inflation. Today 
it remains an important element in any investor's portfolio, and managing a physical gold allocation has 


become easier than ever before. 


ff nvestment in physical gold bars and 
coins reached new heights in 2013, rising 
§ 28% from 2012, with 2013 gold demand 
c valued at USS75 billion. According to the 
World Gold Council, that’s approximately 
44% of the aggregate global gold demand 
of US$170 billion for 2013. At the same 
time, exchange traded fund (ETF) outflows 
of US$40 billion in 2013 were taken and 
redistributed to physical gold bar and coin 
buyers by a factor of more than 180%. In 
fact, there has been more capital invested 
in physical gold bar and coin buyers than 
in gold ETFs by a ratio of eight to one since 
gold ETFs were launched in 2003. 

“While market traders tend to havea 
short-term view and goals, physical gold 
buyers generally are focused on a much 
longer perspective,” says Michael Haynes, 
CEO of APMEX, which sells bullion coins, 
bars and rounds issued by sovereign gov- 
ernments and manufactured by gold refiners 
and private mints, as well as numismatic 






coins. “These investors are thinking about 
superior asset allocation more than simply 
buying low and selling high.” 





Gold and other precious metals are borderless 
currencies, getting their value from universally 
accepted laws of supply and demand, not from 
a government promise or regulation. And, 
despite the virtual disappearance of the gold 
standard in currencies, central banks around the 
world still accumulate gold to ensure the safety 
and security of their economies. “Gold easily has 
the highest liquidity value in the world,” notes 
Tyler Gallagher, CEO of Regal Assets, which 
specializes in physical gold-backed IRAs. “You 
can be in the United States, China, Brazil, any- 
where—and you can practically go down the 
street and get actual cash for it.” 

Gold offers a slew of other unique benefits 
as well: 
e Unlike money, which can lose value when 

a government prints more of it, the supply of 


gold essentially doesn’t change, amount- 
ing to an entire world reserve that could 
fit in less than three Olympic-size swim- 
ming pools. As a result, gold thrives in 
inflationary times. 
* Gold’s value is not primarily dependent 
on investment demand. In fact, inves- 
tors accounted for only 16% of the gold 
supply in 2013, according to the World 
Gold Council, while consumer demand 
represented 51%, reserve banks 17% and 
industry 12%. 
Because gold’s value does not correlate 
with the price of equities, bonds or even 
other commodities, it is an essential tool 
for diversification and a hedge against 
political instability, inflation, dollar 
depreciation and stock market volatility, 
The Great Recession of 2008 revealed 
just how ineffective traditional diversifi- 
cation strategies can be under stress. Not 
only did stocks and bonds drop, but the 
so-called “alternative investments” meant 
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There’s nothing like 
THE REAL THING. 


Gold stocks and ETFs may be convenient for short-term positions, but pure physical Gold is wealth in 
its most real form. Every society on Earth values it. Passing it to future generations is as easy as 
passing it from one hand to another. 


At APMEX, we bring ETF convenience to physical erlle Our buy and sell prices are 
as transparent as any market maker's. And through an exclusive agreement with Brink's, 
per eNO EIA) Gold you buy from us for less than most ETFs charge in expenses. 


Meee aan ee ee 
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For more information, call a VIP representative at 877.225.8900 or visit us at APMEX.com/Forbes. 
You'll see that for real Gold, APMEX is the real deal. 


® 
APMEX en re i oestinenis YOu Hold” 
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“Gold easily has the highest liquidity value in the world. 
You can be anywhere—and you can practically go down 
the street and get actual cash for it.” 


—TYLER GALLAGHER 
CEO, REGAL ASSETS 


to protect the portfolio—for example, oil 
and real estate—fell hard as well. Because 
consumer demand and the S&P 500 were 
falling, almost every investment class 
seemed to correlate. The exception was 
gold, which moved the opposite way and 
carried returns through the downturn. 
From May 2007 to February 2014, the 
S&P 500 had a relatively high correlation 
to real estate (measured by a basket of 
the largest REITs) and oil at 0.83 and 0.61, 
respectively (with 1.0 as a perfect corre- 
lation), while the S&P 500 correlation to 
gold for the same period was a relatively 
low 0.27. In the current environment, 
there seems to be continued uncertainty, 
with the U.S. debt-to-GDP ratio at levels 
not seen since World War Il and unprec- 
edented levels of monetary stimulus. 


Owning Physical Gold 

There was a time when owning physical 
gold—bullion, coins and jewelry—was 
cumbersome, requiring expensive storage 
arrangements with limited transparency and 
no quick way to react to dynamic market 
conditions. ETFs accordingly rose in popu- 
larity because they offer easy management 
and liquidity while retaining the strategic 
value of a gold position. These days, how- 
ever, physical gold 


clients can make pur- “\While market traders 
tend to have a short-term 
view and goals, physical 
gold buyers generally are 
focused on a much 
longer perspective.” 


— MICHAEL HAYNES 


chases through their 
retirement account 
and track the value 
of their holdings at 
any time of the day or 
night, with real-time 
details on storage, 
quantities and market 
value. “We get an IRA 
account set up with 
the custodian within 
24 hours of receiving 
a client’s paperwork, or usually within that 
same day,” Gallagher notes. Holdings can 
instantly be liquidated if the provider main- 
tains its own substantial inventory. 


CEO, APMEX 


Gold also can easily be passed down 
from one generation to another and is 
peerlessly tangible —you can actually 
have it delivered to your home, if you 
wish—allowing hands-on access in case 
of an emergency. “We do a large amount 
of retirement accounts, and we found that 
50% to 60% of clients taking a distribu- 
tion actually want physical delivery versus 
cash,” says Gallagher. “This speaks volumes 
to the insecurity individuals have with the 
stock market and the value of the dollar.” 

The extraordinary convenience of own- 
ing physical gold has impacted investment 
preferences. With the ease, accessibility 
and security of the Internet, investors can 
now acquire physical gold in much the 
same way as they buy stocks and other 
investments on popular websites. “APMEX 
has a convenient process to provide the 
physical gold in bar or coin form, and either 
ship directly to the investor or through 
an exclusive relationship with Brink’s,” 
explains Haynes. “This creates, in essence, 
a customized and personally directed gold 
‘fund’ fully invested in the physical gold 
product chosen by the investor, in secure 
storage, with physical gold products that 
can be shipped anywhere in the free world 
or sold to APMEX on any business day for 
immediate funding.” 

The new ease and 
options of gold own- 
ership are indisput- 
able, especially if 
you're looking at the 
long term. “In 1971, 
gold was roughly 
$35 an ounce. In the 
early ‘80s it hit $850. 
In 2011 it hit $1,900. 
So what you will see 
through these years 
isa consistent growth 
story,” notes Gallagher. “I believe when the 
Fed ended QE2 in mid-2011, it was a huge 
force on the increase we saw in the price 
of precious metals around that time. | also 





feel that quantitative easing since then 
has been artificially holding back precious 
metals’ prices because the Fed is flooding 
the markets with money that is temporarily 
propping up the stock market.” 


Tried and True 

Gold may just be the ultimate investment. 
“When monetary reform comes around, 
we're going to go back to the tried and 
true because that’s where stability is,’ says 
Gallagher. “You're already seeing central 
banks buying heavily—especially China, 
which just made one of the biggest pur- 
chases ever. And it’s not just by chance. 
These countries are hedging against the 
possibility of the dollar not being worth 
anything due to inflation. And so it’s the 
ultimate hedge. It’s the best move you can 
make to protect your wealth.” 

“It's in storage. It’s physical. It’s really 
there,’ says Haynes. “It's also easy, portable 
and exchangeable. It's a bearer instrument, 
and a lot of other investments don’t have 
all those characteristics. It can be the right 
place for diversification during economic 
uncertainty.’ 





WEB DIRECTORY 
apmex.com 
regalassets.com 


PROMOTION 


Russia Could Threaten 
Your Retirement Account in 2014 


The future of the greenback is uncertain, and if Russia has its way with the BRICS, it may be the 
end of the dollar as we know it. Russia is leading the BRICS’ efforts to oust the dollar from its 


position as the world’s reserve currency. 


The existence of “petrodollars” is the cornerstone of 
America’s economic power because it monopolizes global trade, 
allowing the US to amass large quantities of debt while the 
world pays for it through inflation. If a Chinese buyer wants to 
procure a barrel of Saudi oil, he has to use greenbacks to finalize 
the purchase even if America had nothing to do with the 
transaction. The dollar has held a dominant position in global 
trade,so that even Gazprom’s natural gas contracts for Europe 
are priced and paid for in US dollars. This has allowed the US to 
continue to print its way through the economic meltdown of 
2008. 

With Russia ignoring US threats of isolation, the “sanctions 
war” between Washington and Moscow has heated up. 
This ongoing battle has thrust the long-awaited 
scheme to launch the “petroruble” and switch all 
Russian energy exports away from the US dollar. 
The main supporters of these efforts are Sergey 
Glaziev, the economic aide of Putin and Igor 
Sechin, the CEO of Rosneft, the biggest Russian oil 
company. In addition, several top Russian officials 
are now joining the efforts, including the Minister 
of Economy, Alexei Ulyukaev, who, in an interview, 
told Russia 24 news channel that “Russian energy 
companies must ditch the dollar.” If victorious, Russia will 
completely decouple its trade from the dollar. In addition, in the 
future, its hydrocarbon trade will be carried out in rubles and 
the local currencies of its trading partners, rather than the 
greenback.This could be devastating for the US, as Russia’s trade 
in hydrocarbons amounts to about a trillion dollars per year. 
With Russia leading the way for this aggressive move, other 
countries --- especially the BRICS --- may join the efforts and 
effectively abandon the “petrodollar.” This could amount to 
tens of trillions of dollars in lost demand for petrodollars per 
year (based on the reported US GDP of $17 trillion as of 
December 2013). To say this would make a dent in the US 
economy is a gross understatement. 


FACTS ABOUT REGAL ASSETS 


e A+ rating with the Better Business Bureau 
@ AAA rating with the Business Consumer Alliance 


e 5 out of 5 star rating with TrustLink and over 433 verified 
client testimonials 


e Official retailer listed with the United States Mint 


@ Rated #20 in the United States for financial services by 
Inc. magazine 








Protect 
You Retirement 
PUTA LE 
the Coming 
Times 


If Russia is successful in the decoupling of its trade from the 
dollar, it could ignite other countries to follow suit. All over the 
world, countries and large institutions are protecting 
themselves from the inevitable collapse of the dollar. How can 
you protect yourself? This would not be the first time currency 
has failed in the US. In fact after the American Revolutionary 
War began in 1775, the Continental Congress began issuing 
paper money known as Continental currency, or Continentals. 
Continental currency was denominated in dollars from 1/6 of a 
dollar to $80, including many odd denominations in between. By 
the end of 1778, Continental currencies retained between only 
1/5 to 1/7 of their original face value. By 1780, Continental bills 
- or Continentals - were worth just 1/40" of their face 
value. Despite efforts by Congress to reform the 
currency by removing the old bills from circulation 

and issuing new ones, the attempt met with little 
or no success. By May 1781, Continentals had 
become so worthless they ceased to circulate as 
money. 

For thousands of years, currencies have failed 
while gold and silver have prevailed. Today is no 
different. In 1986, the US government began minting 
precious metals again and paved the way for you to be 
able to hold physical gold and silver through your existing 
retirement account, tax free. This little secret has been known 
and used by savvy investors for years. 

If you want to protect your existing retirement account with 
physical precious metals, use the professionals at Regal Assets. 
As an Inc. 500 company ranking 20 in financial services Regal 
Assets has become an industry leader attracting the support and 
business of prominent media and television figures. Regal Assets 
has put together an extensive precious metals guide for all 
Forbes readers and it is completely complimentary. Start 
educating yourself today and learn how to move your existing 
retirement account into physical precious metals, tax free. 


FREE FOR READERS OF 
Forbes 


Claim Your Precious Metals Guide 


CALL 1-877-978-2150 Topay 


or visit www.RegalAssets.com/Forbes 
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WINNING AN 
INSIDER’S GAME 


Charles Biderman has an interesting theory 
about the casino on Wall Street. 


BY WILLIAM BALDWIN 


uy stocks that are getting scarce—their However quirky 
price is likely to go up. That quirky strategy Biderman’s theory 
is behind AdvisorShares TrimTabs Float looks on paper, it 
Shrink, a fund that invests in companies works passably well 
creating a share scarcity of sorts by buying in their in practice. The fund 
own stock. In the philosophy of Charles Biderman, is up 96% since it 
founder and chairman of TrimTabs Investment opened its doors in 
Research, prices on Wall Street are a function not so October 2011; over 
much of earnings as of supply and demand. the same period the 
That philosophy would be somewhat jarring to a S&P 500’s cumula- 
student of corporate finance. Indeed, a classic theo- tive return is 81%. 
rem says that, in the absence of real-world frictions, a Delving deeper 
corporation neither helps nor hurts its shareholders into his theory about 
when it buys and sells shares, borrows money or pays what makes Wall 
a dividend. Street tick, Bider- 
As for shares going up because they are in short man describes as- 


supply, the finance professor might well ask Biderman: sets—commodities 
How could there be a scarcity of something that canbe _ or stocks—as chips 
manufactured with a mouse click? Corporations can in a casino. “In every 
issue more shares whenever they feel like it. market the house has 
They can, but they don’t. Ifa company like Apple or an edge over the players, or the market wouldn’t exist,” 
3M is buying its own shares in the open market, Bider- he says. Commodity producers, corporate managers 





man says, it’s more likely than not that the insiders and Wall Street underwriters have to be compensated, 5 
expect good things from the business. TrimTabs owns _ or they wouldn’t bother to be in business. 2 
both of those stocks. What saves us, he goes on, is the fact that ina rising & 

If Twitter or Alibaba is selling shares in a public of- economy there is enough money to make the insiders Z 
fering, that could be because the smart money consid- happy and still leave at least a little something for or- 2 
ers the pricing rich. Biderman doesn’t want to own dinary investors. And ordinary investors can improve = 
stocks like those. their odds by watching what the insiders are doing. F 
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Charles Biderman of TrimTabs Investment Research: finding value in scarcity. 


If there’s a bit of cynicism in Biderman, it could 
be blamed on the fact that the 67-year-old started 
his career as a journalist (assistant to Alan Abelson, 
the longtime editor of Barron’s). He got a degree at 
Harvard Business School, became a Wall Street analyst 
and started TrimTabs, a Sausalito, Calif. boutique re- 
search firm for institutions, in 1990. 

Biderman branched into money management late in 


life. He was just reaching Medicare age when the 
Float Shrink fund started taking in money. It now has 
$138 million. 

There is no shortage of corporations doing buy- 
backs. Standard & Poor’s researcher Howard Silver- 
blatt calculates that share repurchases have overtaken 
dividends as the principal means by which big compa- 
nies disburse profits. Shareholders should be pleased. 
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Alicia Munnell ac: 7 


ECONOMIST 
INDISPENSABLE WISDOM: Make savings automatic 


INFLUENCED BY: Robert Ball, commissioner of 
Social Security under three different presidents 


MONEY QUOTE: “[The 401(k)] was supposed to be 
money that you could use to go to Paris. Instead, 
it’s become our basic system.” 


BESTSELLER: Managing Your Money in Retirement (2010) 


FUNDAMENTALS: A 20-year veteran of the Boston 
Fed and a former member of the President’s Council 
of Economic Advisers who now teaches at Boston 
College, Munnell sounded the alarm early that Ameri- 
cans weren't saving enough for retirement. A longtime 
advocate of pushing people to save through automat- 
ic enrollment in 401(k) plans, she recently has become 
concerned that overly spooked retirees won’t spend 
enough to maximize their well-being. 


PLAN LIKE MUNNELL: Run your retirement 
numbers—most investors have no clue how much 
they should save or spend. The online calculator at 
basic.esplanner.com can help you. 
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The switch to buybacks lowers their taxable income. 

So corporate executives who authorize share repur- 
chases are devoted to maximizing the aftertax wealth 
of shareholders? A cynic would have an alternative 
explanation. Buybacks also boost the value of execu- 
tive stock options, to which executives are especially 
devoted. 

Let’s pursue the cynic’s line of thinking. In a world 
where any corporation might rationally replace its 
quarterly dividend with a buyback program but only 
some do, what do buybacks tell us? Perhaps that the 
insiders at those companies see better prospects ahead. 
“Tt’s not illegal for a company [as opposed to the man- 
agers] to buy back shares on insider information or to 
sell on inside information if things are getting worse,” 
Biderman says. 

You can’t put too much faith in raw share reduc- 
tions, since corporate treasurers’ timing is imperfect. 
Buyback volume was high in 2007, when shares were 
expensive, then shrank in the depths of the recession, 
when shares were cheap. 

So Biderman looks for further evidence that the 
share repurchases are a sign of strength. To get in 
his portfolio a company has to be generating more 
cash from operations than it is consuming in capital 
expenditures, and it can’t be increasing its ratio of 
debt-to-equity. 

There’s another refinement. The TrimTabs analysis 
looks not at shares outstanding but at the “float,” the 
count of available shares not held by insiders. If the 
company is buying in shares but managers are lighten- 
ing up their own holdings just as fast, then Biderman 
doesn’t want to own it. 

The resulting list is an oddball blend of blue chips 
such as Caterpillar and Schlumberger with obscure 
names like VCA (vet supplies) and Idex Corp. (viscous- 
fluid dosing machines). Biderman says he cares only 
about whether the numbers work, not what the line 
of business is. “I would never want to own a tobacco 
company, but there it is, Lorillard,’ he says. 

Float Shrink (ticker: TTFS) updates its portfolio 
of 100 stocks monthly, replacing about 20 stocks. It is 
something of a scarce beast itself, an actively managed 
exchange-traded fund. (The vast majority of the ETF 
business consists of index funds competing on price; 
see story, page 112.) 

What about Float Shrink’s 1% expense ratio, well 
above what you’d pay on a passive index fund? A cynic 
would say that Biderman is in this to line his own 
pockets, not shareholders’. 

On the other hand, he can’t do that unless he makes 
the fund a lot bigger, and he can get more assets only 
by continuing to beat the market. This croupier may be 
on your side. Q 
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KEN FISHER — PORTFOLIO STRATEGY 








EXPECT A GREAT 
FOURTH QUARTER 


HAVING NEVER SEEN it described 
makes me love it more: Among the 
very least known stock market anom- 
alies is the awesome Midterm Elec- 
tion Year Fourth-Quarter Effect. 

Since 1925 the S&P 500 has risen 
in 19 of 22 midterm-election-year 
fourth quarters. That’s a whopping 
86.4%. One of the other three wasn’t 
negative—but 0.0%. Hence it’s been 
negative only 9.1% of fourth quarters. 
One was merely -5%. Only once was it 
down much, -16.4% way back in 1930— 
during the crash. You have to love it. 

Positive fourth quarters aren’t nec- 
essarily huge. They’ve varied from 2% 
to 21.3%, averaging 9.5%. But a 9.5% 
quarter ain’t chicken feed. 

I’ve bet on political effects for 
decades, and some usually work. For 
example, years in the back half of a 
President’s term tend to be positive 
(also, by chance, 86% of the time). But 
note: A huge exception was 2008. 

One thing I particularly like about 
midterm fourth quarters is that they are 
so positive, while midterm years overall 
were positive only 63.6% of the time 
historically. That spread is significant. 

It works, I think, because it doesn’t 
dawn on folks until then that even if 
we don’t get more gridlock, we won’t 
get much less, and markets love it 
when government is functionally 
feckless. Behaviorally, most folks hate 
losses more than they love gains, on 
average by more than two to one, and 
midterms tend to strengthen the op- 
position to the President, so it finally 
dawns on us there won’t be lots of 
taking from A to give to B, whether 
via taxes or regulations. 

Even better, and further to this ef- 
fect, both of the next two quarters—the 





first and second of a President’s third 
year (or seventh)—have been posi- 
tive 86.4% of the time, although with 
slightly lower average positive returns: 
9.1% (first quarter) and 7.2% (second). 
So now, as we enter 2014’s third 
quarter, prepare for a good run. In drug 
and tech stocks one tends to zig when 
the other zags short term. If I could have 
only a six-stock portfolio, it would be 
these three techies and three druggies. 
Being compulsive and paranoid 
I’ve fought excess weight forever, and 
I don’t smoke or drink. Illegal drugs? 


technology (America mostly) and GSM 


systems (Europe mostly). Now, largely 
thanks to Apple, it’s clearly a two-sys- 
tem partnership. And QUALCOMM (@coM, 
79) owns CDMA. Buy its growth at a 
reasonable price, 13 times my Septem- 
ber 2015 earnings estimate. 

More than a year ago (Apr. 15, 
2013) I recommended APPLE (AAPL, 644, 
OR 92 SPLIT-ADJUSTED) at $461. My logic? 
In a post-Steve Jobs world it was no 
longer above criticism, but it was also 
too heavily carped at—and too cheap. 
Both remain true. There is nothing 
to replace it, either, as a consumer- 
discretionary-oriented tech giant. I see 
the world’s largest stock on track for 
alltime highs—rendering another 35%. 
And it’s cheap at 12 times my Septem- 
ber 2015 earnings estimate. 

Note: PFIZER (PFE, 30), recommended 
Jan. 20 at 31, failed to acquire ASTRA- 


ZENECA (AZN, 74), which I recommended 


Aug. 12 at 48 and is now up 54%. 
Longtime readers know I like major, 
megacap drugs right now. In this 
cycle expect a takeover trend. 








FOURTH QUARTERS OF MIDTERM-ELECTION 


YEARS ARE POSITIVE 86.4% OF THE TIME 








No way! But I can’t kick GOOGLE (GooGL, 
552). It’s an addictive, predatory mo- 
nopoly. Soon, I’m sure, it’ll implant 
some doohickey that monitors my 
sleeping while subliminally selling 
some stupid snoring-control device. 
I just hate that every time I recom- 
mend it Google soars. The stock has 
pulled back recently, so load up now! 
While we’re on monopolies: Once 
folks envisioned a winner-take-all 
global phone fight between CDMA 


Example? Buy ELI LILLY (LLY, 59), our 
tenth-largest druggie. Ripe! So many 
great products: Cialis, Cymbalta and 
Humalog, to name a few. So many 
cuttable costs! But it’s good without 
any takeover, too, at 17 times my 2015 


earnings estimate, with a 3.3% dividend 


yield. Near identical logic applies to 
BRISTOL-MYERS SQUIBB (BMY, 47), last recom- 


mended at 34 on Jul. 16, 2012. Or aBBotT 


LABORATORIES (ABT, 40), recommended 
from Feb. 10—but don’t double up. @ 


MONEY MANAGER KEN FISHER’S LATEST BOOK IS MARKETS NEVER FORGET (BUT PEOPLE DO) (JOHN WILEY, 2011). VISIT HIS HOME PAGE AT WWW.FORBES.COM/FISHER. 
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WILLIAM BALDWIN — INVESTING STRATEGIES 











I. Stocks recover from crashes. 
II. Stocks beat bonds. 


DO YOU TAKE these propositions 
as axiomatic? Then you are making a 
mistake. 

It’s easy for Americans to be led 
astray. We’ve had a good century in the 
capital markets. Stocks have marched 
upward with a real annual return of 
6.6%. They have recovered from every 
correction and gone on to new highs. 
Buying on dips was a way to get rich. 

Over the long pull stocks have 
always come out ahead of bonds. That’s 
why the experts tell young 401(k) cus- 
tomers to put most or all of their money 
in the stock market. 

It is easy to create a portfolio theory 
that neatly explains “stocks beat bonds.” 
In the short run stocks are riskier, and 
therefore they must reward their buy- 
ers with higher long-term returns. In 
this formulation the rich return, at least 
for patient investors, is assured. You 
might say it is settled science. 

Now consider this: We are coming 
up on an interesting anniversary in 
investing, 25 years since the Japanese 
stock market peaked. In late 1989, when 
the Nikkei Index hit 39,000, it was 
settled science that the Japanese had 
all the economic answers. Americans 
were going to be sweeping up around 
Japanese computers. 

It didn’t work out that way. The 
Nikkei is now struggling to crawl above 
15,000. For a Japanese investor the 
cumulative real return on local stocks 
over the 25 years through 2014 is going 
to come in at around -50%. 

Could that happen here? Don’t be 


JAPAN 
SYNDROME 





silly, say the experts. Even if U.S. stock 
prices are a little high now, they reas- 
sure us, we just don’t have anything like 
the sort of bubble that came to Tokyo in 
the 1980s. 

A 50% crash over 25 years is not 
likely, V’ll grant, but it’s not impos- 
sible. I think the probability is a lot 
higher than you’d compute using 
historical returns and an assump- 
tion that stock returns fit into a 


your head, the compound annual return 
on Russian stocks over the past 100 
years. It’s -100%. 

What to do? Divide your retirement 
assets into two pots. The stock pot gets 
two-thirds of the money. Over the next 
quarter-century it will probably give you 
areal return near 5% a year. (That’s with 
dividends added and inflation subtract- 
ed.) But it might hand you a disaster. 

The other third goes into bonds. 
They will probably earn a lot less, 
between 1% and 3% a year. But they are 
an insurance policy. They may save you 
from disaster. 

If our central bank succeeds in reig- 
niting inflation—an unpleasantness with 
a somewhat high probability, certainly 
higher than 1 in 12—then your bonds 
will suffer at first. But if you keep ma- 
turities fairly short you will eventually 
be reinvesting principal at higher yields. 

For your stocks buy a mix of U.S. 
and international portfolios. Among 








CAN YOUR RETIREMENT ACCOUNT SURVIVE 
A PROLONGED DEPRESSION IN STOCKS? 








well-behaved normal distribution. 

If the market behaved normally, 
the odds of a Japanese-style disap- 
pointment would be 1 in 2,800. But 
stocks can’t be counted on to behave 
normally. I’d put the odds of this 
crash at 1 out of 12. 

Why? Stuff happens: wars, defla- 
tions, socialists getting elected, central 
bank bungling. Maybe, in the history 
of the world economy, the U.S. perfor- 
mance so far will prove to have been 
just a lucky streak. You can calculate, in 





GO TO FORBES.COM/SITES/BALDWIN FOR MORE ON TAX-WISE INVESTING STRATEGIES. 


134 | FORBES JUNE 30,2014 


exchange-traded funds I like from 
Schwab are the economical U.S. BROAD 
MARKET (SCHB) and INTERNATIONAL EQUITY 
(SCHF); Vanguard’s choices include 
TOTAL STOCK MARKET (VTI) and TOTAL INTER- 
NATIONAL STOCK (VXUS). 

Their diversified bond portfolios 
have high credit quality and medium 
maturities: SCHWAB U.S. AGGREGATE BOND 
(SCHZ) and VANGUARD TOTAL BOND MARKET 
(BND). Add a small foreign flavor with 
VANGUARD TOTAL INTERNATIONAL BOND (BNDX). 
Avoid junk. Yields are inadequate. @ 
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LAURENCE J. KOTLIKOFF — CRUSADING ECONOMIST 








CEOSr aOR 


BROKERAGE ACCOUNT! 


EVERY DAY BRINGS fresh reports of 
gross misconduct in the financial sec- 
tor. So it makes sense to worry about 
how well your money is protected 
from fraudsters. Your bank account 

is guaranteed for up to $250,000 by 

a government agency—the Federal 
Deposit Insurance Corp. (FDIC). 

If you have an account at any of 
our nation’s 4,000 brokerage firms, 
however, your money is “protected” 
(for up to $500,000) by a Wall Street 
agency—the Securities Investor Pro- 
tection Corp. (SIPC)—with no govern- 
ment guarantee. SIPC was established 
by an act of Congress in 1970, but Wall 
Street controls it, and asking Wall 
Street to protect investors from Wall 
Street is asking for trouble. 

Its website boasts: “SIPC protects 
customers if their brokerage firm 
fails.” Nothing could be further from 
the truth. Investors with accounts at 
firms that fail as a result of fraud can, 
incredibly, be forced to pay an SIPC- 
appointed trustee money, rather than 
the other way round. 

Here’s how the swindle can work 
(based largely on a real case): In 1992, 
when their daughter Sarah was born, 
Frank and Sally invested $40,000 ina 
brokerage account for her college tu- 
ition. Investing early and letting capital 
markets work for them was smart; by 
2010 they had $160,000—just enough 
to cover four years of college tuition. 
Sarah graduated in May. The next day 
Frank and Sally learned that their bro- 
kerage firm had been shut down due to 
fraud, with not a penny left. They were 
shocked, but thanked God they hadn’t 
lost their investment. 





Then Sam, their accountant, told 
Frank and Sally the awful truth: They 
owed the SIPC-appointed trustee for 
their broker $80,000 and would be 
sued if they didn’t pay! 

How could that be? If a bankrupt 
brokerage firm was crooked, SIPC 
treats innocent customers as if they 
were complicit in the fraud, demand- 
ing they pay back any money they took 
out in the prior two years, up to the 


in the account? They wouldn’t get 
sued, but according to the SIPC they 
wouldn’t be entitled to recover any 
of the $80,000 because their “net 
equity” in the account—the differ- 
ence between their contributions 
and withdrawals—is negative. They 
aren’t entitled to appreciation on 
their investment, even though they 
paid taxes on that appreciation and 
could have earned similar returns in 
honest brokerages. When an SIPC- 
appointed trustee sues (or stiffs) 
innocent victims like Frank and 
Sally, every dollar he collects (or 
saves) is a dollar less Wall Street has 
to pay to support the SIPC. In effect, 
Wall Street uses the SIPC to further 
defraud people who have already 
been defrauded. 

A bipartisan bill before Congress— 
H.R. 3482 and S. 1725—would base 
SIPC’s definition of “net equity” on 
the brokerage statement that Frank 








THE SIPC IS PROTECTING WALL STREET, NOT 
THE VICTIMS OF SECURITIES FIRM FRAUD 








amount their cumulative withdrawals 
over the life of the account exceeded 
contributions. The notion that say- 
ers who withdraw the fruits of their 
investments—something every IRA 
brokerage-account holder over 70 1/4 
is legally required to do—should be 
treated as criminals for spending those 
investment returns is as antithetical to 
capitalism as it gets. 

What if Frank and Sally had 
taken out $80,000 three years ago 
and had $80,000 supposedly left 
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and Sally were sent before their 
broker went belly-up. Until that law 

is passed, the best way to avoid the 
SIPC threat is simply not to invest 

in brokerage accounts, period. Had 
Frank and Sally invested their original 
$40,000 directly in a mutual fund with 
a reputable third-party custodian they 
never would have faced this madness. 
If you already have money in a broker- 
age account that exceeds the amount 
contributed, move it today. Just don’t 
spend any of it for two years. @ 
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New from Forbes, a concise, 
even-handed look at what 
Obamacare really means Tor you. 


Finally, a level-headed discussion of the most comprehensive overhaul of America’s health 
care system in history. 
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If you’re concerned about exactly where you fit in the Obamacare system... 
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Then you owe it to yourself to download and read 
this new eBook from Forbes, “Inside Obamacare: 
The Fix for America’s Ailing Health Care System.” 
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OBAMACARE 


In it you'll learn the difference between fee-for- 
service vs accountable care. What elements of 
the law will likely fade away and which are here to 
stay. The importance of patient surveys. 
The rise of nurse practitioners and 
physician assistants. Private exchanges 
and how they work. And much more. 
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REAL ESTATE 


Alt-investing has arrived on Main Street, and there's no better 
salesman than newly minted REIT billionaire Nick Schorsch. 


BY ERIN CARLYLE 
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icholas Schorsch strides into the Grand 

Ballroom of New York’s Waldorf Astoria, 

clad in a dark suit, a red lanyard dangling 

from his neck. Despite the bags under 
his eyes—he’s been up most of the night—he has the 
swagger of an industry titan. Schorsch is chairman 
or chief executive of over a dozen different compa- 
nies, including a $19 billion enterprise-value publicly 
traded REIT, American Realty Capital Properties 
(ARCP). It’s REITWeek, the most important annual 
gathering in the $1 trillion commercial real estate 
investment trust industry. According to his p.r. per- 
son Schorsch isn’t scheduled to present today, but he 
can’t help but grab center stage, delivering the first 
half of ARCP’s talk to investors and analysts. 

Road shows are Nick Schorsch’s forte. Since 2008 
he has raised more than $17 billion for his compa- 
nies: 17 nontraded REITs, a business development 
corporation and an energy fund. In the last 15 
months alone companies he controls have engaged 
in 12 transactions amounting to more than $35 bil- 
lion worth of mergers and acquisitions. 

To legions of financial advisors and their clients, 
Schorsch is the messiah of high yield. Virtually all of 
his specially structured real estate trusts aren’t listed 
on any public exchange or followed by analysts, yet 
they are adored by mom-and-pop investors because 
they generate income at an average of 7%. 

Schorsch’s first, American Financial Realty Trust, 
merged with publicly traded Realty Income in Janu- 
ary 2013, clinching a 49% total return over four years. 
Two of his other nontraded REITs, ARCT III and 
ARCT IV, merged into ARCP (the public company he 
runs), gaining 40% and 33%, respectively. 

“Tt’s more important to help the little guys than 
help big institutions or hedge funds” says Schorsch 
53, whose eye is riveted toward what he calls the 
mass affluent—investors with from $100,000 to $1 
million in investable assets. 


3) 





DAVID YELLEN FOR FORBES 


But Schorsch isn’t waiting for the mass affluent to dis- 
cover him. Through a blizzard of acquisitions, he has built the 
second-largest independent financial advisory operation in 
the nation, with 9,200 brokers. His now fully integrated opera- 
tion manufactures nontraded, high-yielding REITs, provides 
research and advisory services to them, and controls a vast 
network of financial advisors who peddle them. 

Alternative investments are all the rage, and income prod- 
ucts are in hot demand. By FORBES’ estimate Schorsch’s 
ample fee income—including as much as 1% annually on the 
$35 billion in his nontraded REITs—plus ownership stakes in 
the companies he controls gives him a net worth of $1.5 billion. 

Schorsch has long been driven to succeed. At high 
school in Philadelphia, his senior project was revamping a 
division of his father’s metals fabrication business with his 
older brother Peter, then 21. Schorsch ran the plants; Peter 
was the front man in charge of marketing and business 
development. Schorsch dropped out of college but contin- 
ued to read voraciously about business. By 23 he was on 
to another company, Thermal Reduction. It made 16 kinds 
of protective anodes when Schorsch started out. When he 
sold it a decade later in 1994 for just over $10 million, Ther- 
mal Reduction made 1,200 different anodes. 

Having made a few million dollars by 34, Schorsch tried to 
retire. He bought a horse and a Porsche. He joined a few boards. 
But he wasn’t happy. “I started bossing the dog around,” he says. 
So he and his wife, Shelley, decided to create an M&A practice. 

They started out buying what he describes as “durable” 
small businesses: a cemetery, a funeral home, glue factories, 
printers, a company that makes the shrink-wrap that seals 
plastic bottles and caps on Tylenol. Then, in 1998, he got a tip 
from his banker that First Union Bank had just purchased 
CoreStates Financial and was going to close 105 branches. 
Schorsch offered to buy them all. He was able to close the 
$22.3 million deal in 37 days and within a year had leased out 
all the branches—to other banks. 

His big-league break came in 2002, when he met Lew Ran- 
ieri, the former Salomon Bros. trader made famous in Michael 
Lewis’ Liar’s Poker for inventing the mortgage-backed securi- 
ties business. The men agreed to turn Schorsch’s bank-branch 
real estate into a REIT and take it public. With Ranieri’s con- 
nections, they raised about $400 million from private inves- 
tors in 2002 and another $804 million from the REIT’s IPO 
on the New York Stock Exchange in June 2003. American 
Financial Realty Trust (ticker: AFR) was soon a prominent, $2 
billion market cap specialty REIT and the only one focused 
exclusively on real estate for financial institutions. 

Schorsch went on an acquisition binge, buying assets in 
bulk at a discount—not just banks but office buildings and data 
and call centers—intending to sell off less desirable sites. But 
the sales didn’t come as fast as he had planned, and investors 
questioned his get-big-fast strategy. With some properties 
struggling to fill leases, liquidity issues began to plague AFR. 
In August 2006 Schorsch was forced out. 
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Jeremy Grantham x<:.7; 


COFOUNDER, GRANTHAM MAYO VAN OTTERLOO 


INDISPENSABLE WISDOM: Over time asset prices 
and profit margins revert to long-term averages 


CRYSTAL BALL CRED: His quarterly shareholder 
letter warned of inflating bubbles in the Japanese 
stock market in the 1980s, the first dot-com craze 
in the 1990s and the housing crisis in the 2000s. 


FUNDAMENTALS: Unless you are a genius on the 
order of Warren Buffett or Peter Lynch, picking in- 
dividual winners is next to impossible. So Grantham 
focuses on broader slices of the market: He had 
massive success with small caps in the 1970s and 
international value stocks in the 1980s. Lesson? 
Stop trying to be a stock picker, and look for value 
on a grander scale. 


INVEST LIKE GRANTHAM: Think farmland. He has 
been forecasting a global food crisis for several 
years and actually thinks that buying a farm is the 
best move. But short of donning overalls, you could 
just invest in publicly traded food companies like 
Monsanto or Tyson Foods. 
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Thomas Rowe Price Jr. 
1898-1983 
FOUNDER, T. ROWE PRICE & ASSOCIATES 


INDISPENSABLE WISDOM: Growth stocks for the 
long run 


MONEY QUOTE: “[Most big fortunes result] from 
investing in a growing business and staying with it 
through thick and thin.” 


LASTING INNOVATION: Price hated selling stocks on 
commission, so when he launched his own firm in 1937 
he charged a fee based on assets managed, a radical 
concept at the time that is now industry standard. 


FUNDAMENTALS: Price sought out stocks with 
earnings and dividends rising faster than inflation 
and economic growth. Some stocks are better than 
others, he reasoned, despite the prevailing view that 
stocks fluctuate en masse with the economic cycle. 


INVEST LIKE PRICE: Growth Stock Fund, launched 

in 1950, and New Horizons, which dates from 1960, 
are two of the oldest T. Rowe Price funds that still 
employ the founder’s core growth strategy. Over the 
past decade both have trounced the S&P 500. 
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“Tt was my baby,” he recalls. “I had built the company.’ 

After Schorsch’s departure AFR continued to spiral, and 
ultimately in the fall of 2007 Gramercy Capital Corp. (a sub- 
sidiary of SL Green) acquired it for $1.1 billion. Shareholders 
who had paid $12.50 in Schorsch’s IPO received about $8.43 
in cash and stock. Over the same period Morgan Stanley’s 
REIT index climbed 94%. 

But Schorsch was on to his next gig, with former AFR 
board member Bill Kahane as a partner. They hatched a 
new way to get rich fast, the “nontraded” REIT: opaque and 
illiquid real estate holding companies that throw off ample 
dividends. Like public REITs these securities must pay out 
at least 90% of their income to shareholders, so the yields 
would be high. The difference, however, comes in the fees 
and commissions they charge. The fine print on nontraded 
REITs reveals commissions to advisors of 7% to 10%, ver- 
sus 1% to 3% or less on traded REITs or real estate ETFs. 
Another 3% or so goes to REIT wholesalers (controlled by 
Schorsch). All told nontraded REITs carry extraordinary fees 
of 10% to 15%. 

Another problem is liquidity; often there’s no easy way 
out of these REITs. A 2012 analysis by Green Street Advisors 
showed that only 40% of nontraded REITs could be freely 
redeemed. (Schorsch has won over financial advisors by 
diminishing fees and inventing scheduled liquidity events in 
which holders have the opportunity to sell shares back to the 
company.) 

Despite the fees, in a zero real interest rate environment 
a 7% coupon on something as solid-sounding as commer- 
cial real estate is a financial advisor’s dream, even more so 
because it comes in the form of what is known as a “triple- 
net lease” deal. Tenants of Schorsch’s commercial proper- 
ties—companies like Dollar General and Walgreens—are 
locked into long-term leases and required to pay all the 
building maintenance, property taxes and insurance costs. 
That keeps the bottom line predictable: Owners are basi- 
cally getting distributions from rent. 

The key to this money machine, of course, is Schorsch’s 
growing advisor army. So far he has spent $1.5 billion pur- 
chasing five firms, from the Boston area’s Investors Capital 
Holdings to Los Angeles’ Cetera Financial Group. 

Still, Schorsch’s empire is beginning to show some cracks, 
After his public REIT ARCP bought his nontraded REIT 
ARCT IV last year, analyst Daniel Donlan of Ladenburg 
Thalmann Financial Services pointed out that the nontraded 
REIT had not yet closed on 40% of the commercial proper- 
ties listed in its portfolio. This raised the question of whether 
ARCP’s public shareholders were overpaying. Schorsch 
maintains that the deal got approval from his board, which 
includes former Pennsylvania governor Ed Rendell. Public fil- 
ings indicate there were no other bidders. 

In mid-May publicly traded ARCP announced that it was 
buying 500 Red Lobster locations from Darden for $1.5 bil- 
lion, with private equity group Golden Gate Capital in as the 













































































operating partner. The next week ARCP announced it was 
issuing additional equity at $12 a share. That same day ARCP 
told the world it was selling off its multi-tenant shopping- 
center portfolio to Blackstone for $1.975 billion. 

The trifecta of announcements set off alarms with insti- 
tutional investors because Schorsch had previously said he 
would not issue new shares at a low price—and certainly not 
at the $12 mark. Moreover, the shopping center deal with 
Blackstone marked a change from the company’s March an- 
nouncement that it planned to spin off that same portfolio as 
a separate REIT. Finally, Red Lobster was surprising because 
the company is not credit-rated and the acquisition was so 
massive that the aging seafood chain, with negative same- 
store sales, instantly became ARCP’s largest tenant 

The moves helped ARCP’s balance sheet, reducing net 
debt to cash flow, but at the same time management made 
embarrassing accounting missteps. Such as? Not reporting 
an accurate share count boosted ARCP earnings by approx- 
imately 30%, industry watchdog REIT Wrap reported. 
Schorsch corrected the gaffe by adding $35 million in quar- 
terly cash flow to the report, allowing ARCP to maintain prior 
earnings guidance. 

To add insult to injury ARCP erroneously reported that it 
planned to pay a Schorsch-affiliated company, RCS Capital 
Corp., $108 million in fees on the $1.5 billion Red Lobster 
deal. When analysts howled, ARCP said the fees were actually 
$10.8 million, blaming the mistake on a printing error. 

“If you’ve talked to Schorsch, he’s a very, very skillful talk- 
er” says Barry Vinocur, editor of REIT Wrap and a respected 
industry voice. “He’s very charming, but he does play a little 
fast and loose with some facts.” 

Errors and typos are bad enough, but analysts and insti- 
tutional investors were already on alert after ARCP issued a 
tranche of $1.3 billion in debt in short, three-year paper earlier 
this year to take advantage of a lower 2% rate, thus temporar- 
ily boosting earnings. Listen to excerpts from a recent letter 
from San Francisco’s Marcato Capital Management: 

“We are writing to express our disappointment over a 
number of the Company’s recent actions ... and to remind 
you and your fellow Board members of your duty to repre- 
sent the interests of your existing shareholders and to urge 
that you exercise appropriate authority and oversight to 
prevent any further value destroying activity. ... The Com- 
pany is engaging in too many transformative transactions 
too quickly. ARCP should pause on large-scale transaction 
activity and give investors a chance to see multiple quarters 
of clean financial results.” 

Marcato’s reprimand was delivered the same day Schorsch 
was strutting his stuff at the Waldorf, but it has had little ef- 
fect on his momentum. 

For the rare shareholders with long-term memories of 
Schorsch’s Ranieri partnership, his latest tactics probably seem 
all too familiar, Over the last three months ARCP’s stock is down 
16% versus a 5% gain for the REIT index. Caveat emptor. 8 





HE BEST ADVICE EVER 


George SOLOS ace: «3 


FOUNDER, QUANTUM FUND 


INDISPENSABLE WISDOM: Discount the obvious, 
bet on the unexpected 


INFLUENCED BY: Karl Popper 


CRYSTAL BALL CRED: Massively shorted the British 
pound just before it collapsed after withdrawing 
from the European Exchange Rate Mechanism 

in 1992. 


FUNDAMENTALS: The Hungarian hedge fund legend 
and global macro pioneer has made a career by 
anticipating currency crises. His bet against the 
Japanese yen helped make him the highest-earn- 
ing hedge fund manager in 2013, with a personal 
windfall of $4 billion. Bases his bets on his home- 
brewed “reflexivity” social theory, which postulates 
feedback loops in the market when investors chase 
higher prices, causing bubbles. 


INVEST LIKE SOROS: His biggest recent bet is on 
Israeli pharmaceutical giant Teva. He also is siding 
with Carl lcahn—and against Bill Ackman—by going 
long on Herbalife. 
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BY KELLY PHILLIPS ERB 


or some high-income taxpayers writing a check to 
Uncle Sam was particularly painful this past tax sea- 
son, and not for the most obvious reason—the 2013 
increase in the top income tax rates. Instead these 
folks were bitten by the new Net Investment Income Tax 
(NIT), a maddeningly complicated extra 3.8% levy on certain 
investment income. Congress passed the tax in 2010 to help 
pay for the Affordable Care Act, a.k.a. ObamaCare, but it didn’t 
take effect until Jan. 1, 2013, and the Internal Revenue Service 
didn’t issue its 400 pages of final regulations governing the tax 
until late last November. 

While those new, higher income tax rates apply only to 
taxable income exceeding $406,750 for a single or $457,600 
for a couple (in 2014), the NIIT reaches down the income 
ladder, hitting those with modified adjusted gross income 
(MAGI) above $200,000 for a single or $250,000 for a couple. 
Worse, that cutoff won’t be adjusted for inflation. 

What’s subject to the NIIT? Generally interest, dividends, 
capital gains, rental and royalty income, nonqualified annui- 
ties, businesses that are taxed on your return as “passive ac- 
tivities” and income from businesses involved in the trading 
of financial instruments or commodities. 

Still, the law and final regulations leave a number of ways 
to reduce or avoid the NIIT, some practical, some not so 
much. The taxphobic could divorce (or cancel a wedding) to 
avoid the NIIT’s marriage tax penalty—two singles can have 
income up to $400,000 (2 x $200,000) before having to pay 
it, compared with $250,000 for a married couple. And those 
with a home or citizenship outside the U.S. might flee the 
country and file with Uncle Sam as nonresident aliens, who 
aren’t subject to the NIIT. Here are ten less extreme moves: 

1. Buy munis. The NIIT isn’t levied on any interest and 
dividends that are normally excluded from federal income 
tax. At the top of the list for investors: tax-exempt state and 
municipal bond interest. Moreover, tax-exempt interest 
doesn’t count in your MAGI for NIIT, so it could help keep 
you below the $200,000/$250,000 threshold. 

2. Give it away. Donate appreciated property to your 
favorite charity and you can deduct the full value of your gift 
but won’t have to recognize the appreciation for purposes 
of either the capital gains income tax or the NIIT. Give 
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Get divorced, flee the country and ten less extreme ways to avoid the insanely 
complicated new 3.8% Net Investment Income Tax. 










appreciated property to relatives who have income below 
the $200,000/$250,000 threshold and let them sell it. The 
“kiddie tax” means minors (and full-time students up to age 
24) must pay capital gains income tax at their parents’ higher 
rate, but, significantly, there is no NIIT kiddie tax. 

3. Lend money to your business. Interest payable as a re- 
sult of a loan you’ve made is generally subject to NIIT but not 
if the loan is to your own business (assuming it’s a legitimate 
business). 

4, Take an active role in your business. Passive income 
is a prime target for NIIT. Dividends and royalties—even 
from your own business—are generally considered passive 
and subject to NIIT. But such income isn’t subject to NIIT 
if it comes from a trade or business in which you materially 
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Are Tax Free Municipal 


Bonds Right for You? 


eS SK 


Bond Guide | 


Please call 1-800-498-9084 
for your free Bond Guide. 


The Main Advantages of Municipal Bonds 
Investors are attracted to municipal bonds for three 
reasons, safety of principal, regular predictable 
income and the tax-free benefits. Together, these three 
elements can make a compelling case for including 
tax-free municipal bonds in your portfolio. 


Potential Safety of Principal 

Many investors, particularly those nearing retirement 
or in retirement, are concerned about protecting 
their principal. In March of 2012, Moody’s published 
research that showed that rated investment grade 
municipal bonds had an average cumulative default 
rate of just 0.08% between 1970 and 2011.* That 
means while there is some risk of principal loss, 
investing in rated investment-grade municipal bonds 
can be a cornerstone for safety of your principal. 


Potential Regular Predictable Income 
Municipal bonds typically pay interest every six 
months unless they get called or default. That means 
that you can count on a regular, predictable income 
stream. Because most bonds have call options, 
which means you get your principal back before 


Dear Investor, 


We urge you to call and get your free Bond Guide. Having tax- 
free municipal bonds as part of your portfolio can help get your 
investments back on track and put you on a path to achieving 
your investment goals. Getting your no-obligation guide could 

be the smartest investment decision you'll make. 


Sincerely, 


£0 16-~ BA \ ALE 


the maturity date, subsequent municipal bonds you 
purchase can earn more or less interest than the called 
bond. According to Moody’s 2012 research,* default 
rates are historically low for the rated investment- 
grade bonds favored by Hennion & Walsh. 


Potential Triple Tax-Free Income 

Income from municipal bonds is not subject to federal 
income tax and, depending on where you live, may also 
be exempt from state and local taxes. Triple tax-free can 
be a big attraction for many investors in this time of 
looming tax increases. 


About Hennion & Walsh 

Since 1990 Hennion & Walsh has specialized in 
investment grade tax-free municipal bonds. The 
company supervises over $2 billion in assets in over 
15,000 accounts, providing individual investors with 
institutional quality service and personal attention. 


What To Do Now 

Call 1-800-498-9084 and request our Bond Guide, 
written by the experts at Hennion & Walsh. Ic will 
give you a clear and easy overview of the risks and 
benefits of tax-free municipal bonds. 


FREE Bond Guide 
Without Cost or Obligation 


CALL 1-800-498-9084 


(for fastest service, call between 8 a.m. and 6 p.m.) 


Hennion & Walsh, Bond Guide Offer 
2001 Route 46, Waterview Plaza 
Parsippany, NJ 07054 


© 2013 Hennion and Walsh. Securities offered through Hennion & Walsh Inc. Member of FINRA, SIPC. Investing in bonds involves risk 
including possible loss of principal. Income may be subject to state, local or federal alternative minimum tax. When interest rates rise, bond prices 
fall, and when interest rates fall, prices rise. “Source: Moody's Investor Service, March 7, 2012 “U.S. Municipal Bond Defaults and Recoveries, 


1970-2011.” Past performance is no guarantee of future results. 
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THE BEST ADVICE EVER 


Friedrich Engels 1820-95 
INDUSTRIALIST, POLITICAL THEORIST 
INDISPENSABLE WISDOM: Profit from cheap labor 
INFLUENCED BY: Georg Wilhelm Friedrich Hegel 


BESTSELLER: 7he Condition of the Working Class in 
England (1844) 


MONEY QUOTE: “The proletarians have nothing to 
lose but their chains.” 


FUNDAMENTALS: Engels was born rich—the heir 

to a cotton fortune—and he loved the good life: 
champagne, foxhunting, late-night soirees—all 
while delivering a withering critique of capitalism. 
He coauthored The Communist Manifesto with Karl 
Marx in 1848 and financially supported him—to no 
one’s surprise, he was bad with money—while Marx 
wrote his magnum opus, Das Kapital. 


INVEST LIKE ENGELS: At the heart of Engels’ theo- 
ries: Capitalists profit by “exploiting” workers. It’s 
hard to argue with that. Investing in businesses 
with low labor costs remains a sound way of mak- 
ing money. Two blue chips: McDonald’s, which 


yields 3%, and Wal-Mart, with a 2.5% dividend yield. 
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participate (other than the trading of financial instruments 
or commodities). What’s material participation? Generally, 

if you work more than 500 hours a year in the business, if 
you perform most of the services in the business or if you 

can demonstrate a consistent work history in the business. 
Of course, any salary your business pays you is subject to 

the 2.9% Medicare payroll or self-employment tax, as well 

as the added 0.9% Medicare tax on employment earnings 
above $250,000 per couple (and also Social Security tax up to 
$117,000 of wages per person). 

5. Rent property to your business. Usually, rental income 
is considered passive for income tax purposes. But under the 
final IRS regulations rental income you receive from property 
rented to your own business, even if you do not materially 
participate in that business, isn’t subject to NIIT. Go figure. 

6. Become a Realtor. If you can qualify as a real estate 
professional for purposes of the federal income tax, then you 
can report your rental income as nonpassive, and it will be 
exempt from NIIT. To qualify as a pro you must spend more 
than 500 hours a year on real estate and more hours on real 
estate than on any other profession. (If you’ve got a full- 
time job doing something else, forget about qualifying. But a 
spouse who works part-time managing your jointly owned 
properties and holds no other job might well qualify.) 

7. Swap property. Don’t qualify as a real estate pro? Then 
your gains on sale of real property are subject to NIIT. But if 
instead of selling a property you do a swap (also known asa 
Section 1031 like-kind exchange), any capital gain you would 
have recognized from a sale is deferred until the final sale 
of the new property received in the swap. Better yet, a 1031 
defers regular capital gains tax as well as the NIIT. 

8. Sell on installment. If you are selling an appreciated 
asset, consider whether you need the income all at once. 

The proceeds from installment sales are hit by the NIIT 
only when they’re received, not at the time of sale. With 
an installment sale you can delay the tax or, even better, 
avoid it altogether by keeping yearly income under the 
$200,000/$250,000 threshold for the NIIT. 

9. Sell your losers. Under the final rules net capital losses 
can be used to offset gains for purposes of the NIIT so long 
as both the gains and losses would have been classified as net 
investment income. The final regulations also allow taxpayers 
to use prior-year capital-loss carryovers against current gains. 

10. Pay your advisors. When computing NIIT, your gross 
investment income is reduced by related deductions, includ- 
ing those for investment interest expenses, advisory and bro- 
kerage fees, tax planning and prep fees, fiduciary expenses, 
and state and local income taxes. 

A word of caution: The NIIT is still practically brand-new, 
and the final regulations are complex. Some moves—such as 
reclassifying passive income as compensation—might trigger 
other tax consequences. Bottom line: Pay a tax pro before try- 
ing any fancy stuff. After all, you might be able to deduct her 
fees against your NIIT income. 
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Mozambique: 





Part VI of a series on the Southern African Development Community (SADC) 


ince President Armando Guebuza 
took office in 2005, his administra- 
ion has expanded Mozambique’s 
economy and improved its citizens’ 
lives. From 2005 to 2013, annual GDP growth 
averaged over 7%, despite floods last year 
that ruined harvests. GDP is expected to 
increase to 8.5% in 2014, fueled by oil and 
gas finds, improvements in infrastructure 
and greater foreign direct investment. 

Speaking to the leadership of Frelimo, 
Mozambique’s ruling party, this May, Presi- 
dent Guebuza underscored the impor- 
tance of having a “long-term vision” for 
the future: “A self-respecting country is not 
built with politicians who regard people as 
a simple statistic, but built by those who 
identify with the people’s cause.” 

This October, Guebuza will stand down 
at Mozambique’s next general elections, 
and Minister of Defense Filipe Nyusi will 
step up to help keep the country on the 
path to prosperity, if its people vote to have 
Frelimo continue in power. 

Mozambique has undergone a dra- 
matic transformation over the past two 
decades, going from one of the world’s 








poorest countries to one of Africa’s fastest- 
growing nations today. Thanks to its record 
of economic reform, it was the sixth coun- 
try worldwide—and the first in Africa—to 
qualify for debt relief from the World Bank 
and the International Monetary Fund (IMF). 

In May, the IMF reiterated its praise for 
Mozambique’s economic management, 
pointing to the nation’s “strong growth 
performance and low inflation,” although 
the IMF did say Mozambique could do 
more to create jobs and support small- and 
medium-size enterprises (SMEs). 

According to Minister of Planning and 
Economic Development Aiuba Cuereneia, 
Mozambique’s government has already 
introduced legislation to create a business- 
enabling environment and sustain eco- 
nomic growth: “We have an investment law 
and a law on fiscal benefits, meaning that 
businesses know what is going to happen. 
We also have deals with various countries 
about investment protection, so predict- 
ability is part of our attractiveness.” 

GDP is expected to expand 8% annually 
through 2018 as money continues to pour 
into the promising hydrocarbons sector. 





Agriculture, however, remains Mozam- 
bique’s bedrock, providing work for most 
of the population. But other sectors, includ- 
ing mining, which accounted for 40% of 
GDP gains in 2013, as well as financial ser- 
vices, Communications, construction and 
commerce, are growing fast. 

With a wealth of natural resources, a 
young and motivated population of 24 mil- 
lion, a strategic location for global trade, 
and 1,670 miles of coastline on the con- 
tinent’s eastern seaboard, Mozambique 
serves as a gateway to southern Africa. Via 
its three international ports and network of 
airports, it provides easy access to five land- 
locked nations. 

“Our competitive advantage is geo- 
graphic location,” Cuereneia says. “But 
Mozambique is also part of the Southern 
African Development Community (SADC), 
in which we have over 250 million consum- 
ers. Investing in Mozambique is not only 
investing in a country, but in a chance to 
reach all the SADC’s potential consumers.” 

In this, our sixth report on an SADC econ- 
omy, we analyze Mozambique’s prospects 
today and its potential for tomorrow. 


Mozambique Section Project Managers: Mauro Perillo and Rosie Venn | For more information, contact: Gabriel Gutiérrez—g.gutierrez@forbes-cm.com 
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IMF Managing Director Christine Lagarde (L) is 
greeted by Mozambique’s President Armando 
Guebuza (R) after the opening session of the “Africa 
Rising” conference, on May 29 in Maputo, which 
addressed the challenges facing sub-Saharan Africa. 


Poised for Growth 

To attain its economic goals, Mozam- 
bique is developing mega-projects in 
industries with real growth potential, such 
as infrastructure, mining, and oil and gas. 
The service sector should also benefit from 
new investment, leading to an explosion 
of SMEs, which will in turn create jobs and 
empower the population. 

The first mega-projects were BHP Billi- 
ton’s Mozal aluminum smelter near Maputo, 


and gas developments in Inhambane Prov- 
ince by South Africa’s Sasol. Recent initia- 
tives, such as Minas Moatize Coal Basin in 
Tete Province, and the Rovuma Basin hydro- 
carbons offshore project in Cabo Delgado 
Province, are already delivering rewards. 

With World Bank backing, the govern- 
ment is undertaking infrastructure work, 
including a $178 million project to expand 
Maputo’s water supply; $100 million for 
Integrated Growth Poles in the Zambezi 
Valley and Nacala Integrated Logistics Cor- 
ridor (CLN); and nearly $40 million for road 
and bridge construction that will make a 
real difference to people’s lives. 

Funding all this could pay dividends for 
the financial sector. One innovative player, 
Moza Banco, handled the first corporate 
bond issue for a private listing on the 
Mozambique Stock Exchange last October. 
The bank’s real strength, however, lies in 
providing finance to the SMEs that make 
up 78% of Mozambique’s economy. 

In March, the European Investment 
Bank signed a $13.7 million loan program 
for homegrown SME projects with Moza 
Banco: “We are rapidly expanding our net- 
work, which covers all provinces, to support 

















investment and the national economy,” says 
Prakash Ratilal, chairman of Moza Banco. 

Local banks have flourished in the last 
decade, with the number of branches dou- 
bling to 551. In 2013, 20% of Mozambique’s 
population had a bank account, and the 
banking industry has massive potential, as 
it is on track to double in size in the next 
five years. 

“Mozambique is not a mature market,” 
says Apolinario Pateguana, the managing 
director of private equity firm AP Capital. 
“There is everything to do here. We bring 
in opportunities, helping companies set up 
and build a portfolio.” 

“Our financial sector is a result of a pro- 
found and holistic process of reforms,” says 
former Prime Minister Luisa Diogo, now the 
chairwoman of Barclays Bank Mozambique. 
“There is still a lot to do to ensure that eco- 
nomic growth impacts the lives of Mozam- 
bicans. But we are on the right track.” 





The Energy Sector 

Mozambique could possess up to 250 
trillion cubic feet (cf) of natural gas, accord- 
ing to the state-owned Empresa Nacional 
de Hidrocarbonetos (ENH). Although the 
nation is not currently producing any oil, 
ENH plans to resume prospecting in the 
Zambezi River delta in 2015. Among other 
players, Russia’s biggest petrochemicals 
player, Rosneft, has expressed an interest in 
getting involved. A rush for Mozambique’s 
black gold, as well as its vast gas reserves, 
could be about to start. 

While its resource bonanza is excellent 
news for Mozambique in terms of attract- 
ing foreign investment, how successful 
the nation will be in transforming natural 
resources into taxable income remains 
uncertain. A recent article in the Wall Street 
Journal included Mozambique among five 
of Africa’s fastest-developing economies 
that missed out on $1.5 billion in taxes 
over the last 10 years as profits flowed out 
unmonitored. 

According to an IMF report in March, 
Mozambique’s budget deficit could reach 
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9.5% in 2014, despite projected economic 
growth of 8%, which the IMF warned would 
be unsustainable. As a small economy 
with big public spending commitments, 
Mozambique faces a challenge when it 
comes to raising the revenue required to 
drive the budget back into the black and 
fulfill citizens’ expectations for education 
and healthcare improvements. 

Two nationally owned energy companies, 
Petrdleos de Mogambique (Petromoc) and 
Hidroeléctrica de Cahora Bassa (HCB), not 
only provide fuel and power to keep the 
country running but, with their contribu- 
tions to government coffers in the form 
of fiscal revenue, are also helping Mozam- 
bique make progress toward vital social 
development goals. 

Established in 1999, Petromoc is one of 
the biggest hydrocarbons players in south- 
ern Africa, and it markets a huge range of 
petroleum products in Mozambique and 
beyond. The company owns and operates 
the country’s biggest retail network, with 
almost 120 service stations and 300 local 
consumer outlets nationwide, as well as 
pipelines and storage facilities with a total 
capacity of over 17.6 million cf. 

Selling fuel, oil and lubricants to most of 
Mozambique’s largest agricultural, mari- 
time and mining concerns, Petromoc works 
closely with local and overseas industry 
leaders, providing full technical support 
and service. With domestic annual sales of 
over 14 million cf in petroleum-based prod- 
ucts, it has a market share of 42%. Petromoc 
also exports 1.2 million cf to neighbors 
including Malawi, Zambia and Zimbabwe. 

Petromoc’s slogan is “always present,” 
and the company does its best to live up 
to that claim, as CEO Nuno de Oliveira 
explains: “In accordance with our mandate, 
Petromoc must be everywhere. If you look 
at public transport, we are there. If you look 
at agriculture or industry, Petromoc is there. 
These are just examples of where we have 
to be in contributing to our people and toa 
sustainable economy in Mozambique.” 

Petromoc’s own development strategy 
includes diversifying products and services, 
opening up new segments, and exploring 
opportunities upstream and downstream 
to gain access to Mozambique’s massive 
gas reserves. It is also partnering with ENH 
and CFM, the national ports and railroad 
company, to develop storage depots where 
hydrocarbons players can process gas. 

HCB is another homegrown success 
story, and the Cahora Bassa Dam it man- 
ages, on the mighty Zambezi River, is a 
source of significant national pride. The 
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company was established in 1975 in Songo, 
Tete Province, to manage the hydroelectric 
power station, which draws energy from 13 
cubic miles of water held back by the dam’s 
560-foot-high, 993-foot-wide wall. 

Hydropower generates 99% of Mozam- 
bique’s electricity, according to the World 
Bank, most of which comes from HCB, mak- 
ing the company essential to the nation’s 
future. The company’s finance director, 
Max Tonela, is conscious of the tremen- 
dous weight of responsibility on HCB’s 
shoulders, but remains bullish about future 
prospects for Mozambique’s power sector, 
both at home and across the southern Afri- 
can region. 

“We intend to make Cahora Bassa an 
enterprise comparable to the best in the 
world,” Tonela says. “Energy is an important 
sector for the development of any econ- 
omy, and Mozambique has huge potential 
for development, with conditions to con- 
' tinue as a net exporter of energy.” 

As an SADC member, Mozambique is 
simultaneously concentrating on its own 
development agenda and playing a part in 
a bigger southern African project. Thanks 
to its strategic location, huge hydrocarbons 
and hydropower potential, and the reliable 
offices of local companies such as Petro- 
moc and HCB, Mozambique stands a good 
chance of not only satisfying its own popu- 
lation’s needs, but also making a major dif- 
ference in the wider region. 


Hidden Potential 

Mozambique’s natural resources run 
deep. KPMG’s latest Country Mining Guide 
describes the nation as poised to become 
one of the world’s top ten coal exporters 
by 2017, by which time projections indicate 
that production will have reached almost 





“We have precious stones, 
industrial mining and 
iron in Tete Province, but 
there are other places 
where research into basic 
and industrial minerals is 
needed.” 


—ESPERANCA BIAS 
MINISTER FOR MINERAL RESOURCES 


42 million tons. That should make the 
industry worth $735 million within the next 
three years, driven by demand from Asia's 
energy-hungry giants. 

“From 2005 on, great activity began to 
take place, thanks to the information we 
were able to give investors,” says Esperanca 
Bias, Mozambique’s minister for mineral 
resources. “This was the fruit of cartogra- 
phy and geological mapping work and also 
thanks to the market. Increased interest in 
coal has occurred in the last few years, due 


to the growth of industries in China, India 
and other countries.” 

The U.S. Geological Survey’s latest report 
on Mozambique reveals that the country is 
also a global force in the production of alu- 
minum, ilmenite and zircon, and provides 
15% of the world’s supply of tantalum, 
used primarily in the tiny, high-powered 
capacitors that are a vital component of 
cell phones, computers and every kind of 
electronics equipment. 

The latest data from the Extractive Indus- 
tries Transparency Initiative (EITI), which 
charts results from natural resources pro- 
duction worldwide, showed Mozambique’s 
extractive industries collectively accounting 
for 2% of GDP in 2012. With huge amounts 
of foreign investment flooding the hydro- 
carbons and minerals sectors, that looks set 
to rise even higher in the future as all kinds 
and sizes of players get involved. 

“Mozambique is open for large as well 
as medium-size companies,” Minister Bias 
says, highlighting some of the areas to 
explore: “We have precious stones, indus- 
trial mining and iron in Tete Province, but 
there are other places where research into 
basic and industrial minerals is needed. 
Businesses can come and work on their 
own, or partner with national or foreign 
companies operating in Mozambique.” 

While just how much potential wealth 
Mozambique may be sitting on is open 
to speculation, formulating a convincing 
answer to the question of how to manage 
those assets responsibly and sustainably 
will be key to ensuring that its resources 
do not become a curse. Not only must 
companies undertake extraction carefully 
to protect the environment, but the indus- 
try must also give something back to the 
nation’s people. 


Vale in Mozambique 


Headquartered in Brazil, Vale has interests in over 30 nations 
on five continents and is the second-largest mining company in 
the world. It is the leading producer of iron ore and ranks second 
in nickel, but its interests in Mozambique remain focused on the 
nation’s immense deposits of another kind of black gold: coal. 

Vale has been in Mozambique for a decade, since winning a 
35-year concession to develop the first greenfield project in the 
mining sector in 2004. In 2006, it finished feasibility studies for 
a mine in the Moatize Basin in Tete Province. To date, Vale has 
invested $8 billion in the Minas Moatize Coal Project—its largest 
project outside Brazil—almost half of which it has sent to market 
via the Nacala Integrated Logistics Corridor. 

The result of its initial 12 months in production, in 2012, were 
promising—it produced over 2.5 million tons of metallurgical 
coal and almost 1.27 tons more of thermal coal. But according to 


Ricardo Saad, who runs the company’s Mozambican division, that 
is just the start. Vale now plans to invest an additional $2 billion 
through 2015 to build a second open pit and ramp production 
up threefold. 

“We have a capacity of 11 million tons per year,” Saad says, “but 
have only been able to export 3 to 4 million tons so far. What is 
very important is that the metallurgical coal in Mozambique has 
been proven to be one of the top five in the world in terms of 
quality. So that volume is going to place our operation at a very 
high standard in the industry.” 

A vital element of Vale’s mission to “transform natural 
resources into prosperity and sustainable development” is the 
company’s social commitments. In Mozambique, Vale has reset- 
tled over 1,000 families away from areas affected by operations, 
renovated health clinics, built sports facilities and trained people 
in trades such as construction and engineering, and supported 
local businesses. 
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The world is changing. Today, balance and respect are just as essential as mining and its 
applications when it comes to achieving progress. Sustainable development is the only 
viable option. That’s what we believe in, and that’s why we invest in new technologies, 
environmental protection and the development of the communities where we operate. 
We know we have a long way ahead of us. But by exchanging ideas and seeking solutions 


that are good for everyone, we believe we can build a brighter future together. 
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One of the first benefits Mozambique is 
garnering from its resource boom is new 
capital investment in large-scale develop- 
ments linking landlocked mining areas to 
the nation’s Indian Ocean ports, and from 
there to the world. Most of the country’s 
coal lies in its westernmost province, Tete, 
hundreds of miles from the easiest outlet 
for shipping it to markets, making connec- 
tions a top priority. 

“The main area in which Mozambique 
needs investment is infrastructure,” says 
Gabriel Serafim Muthisse, the minister of 
transport and communications. “We have 
the systems and legislation in place to 
enable successful public-private partner- 
ships, and emphasis is being put on devel- 
oping roads, ports and railways.” 

According to PwC's list of the top ten Afri- 
can transportation and logistics hot spots, 
Mozambique has “massive potential under- 
pinned by vast natural resources,” but the 
need to “upgrade transport to meet rising 
demand” remains a major hurdle. The list 
notes, however, that the country is address- 
ing the challenge, with projects worth $17 
billion in the pipeline. 

Mozambique’s flagship infrastructure 





“The main area in 
which Mozambique 
needs investment is 
infrastructure.” 

—GABRIEL SERAFIM MUTHISSE 


MINISTER FOR TRANSPORT AND 
COMMUNICATIONS 
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project is the Nacala Integrated Logistics 
Corridor (CLN), a $4.4 billion undertaking 
that will connect Tete’s coalfields to the 
country’s northern coast. By September, a 
560-mile-long railroad should be ready to 
carry a projected 18 million tons of coal a 
year, ona fleet of 100 trains and 2,700 wag- 
ons, to 12 ships a month in Nacala Bay. 

Brazil’s mining giant, Vale (see sidebar on 
page 4), owns 80% of the CLN consortium, 
while CFM, Mozambique’s state-owned 
ports and railway company, holds the 
remainder. Ricardo Saad, the director of 
Vale’s local operation, notes, “We are a Bra- 
zilian company, but operating here we are 
Mozambican, so we have to work together 
in all sectors. We believe mining is a builder 
of development, so we are working in part- 
nership with the government to overcome 
challenges for the country’s people.” 

Established in 2002, the Engco Group 
currently has four subsidiaries that market 
and distribute high-quality electrical and 
engineering products, services and solu- 
tions from leading local and overseas sup- 
pliers. In 2010, Engco launched Fleetco to 
provide fully maintained rental and leased 
cars, commercial vehicles and trucks to 
Mozambique’s biggest state-owned com- 
panies. Today, Fleetco has a fleet of around 
300 vehicles and aims to position itself as 
the partner of choice for private-sector 
businesses in the mining industry, both at 
home and abroad. 

“We want to be seen as a Mozambican 
company that can work anywhere in the 
world,” says Casimiro Franca, the com- 
pany’s chairman. “I’m certain we can com- 
pete in international markets because we 
have such high standards. We were one of 
the first companies certified by the Inter- 
national Organization for Standardization 
(ISO) 12 years ago. My ambition now is to 
continue penetrating our existing markets, 
but also expand to other countries.” 
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PARCEIRO GRUPO BES 
Want to invest in Mozambique? 


Find out more: 
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Mozambique’s Other 
Economic Riches 

Mozambique has more to offer than the 
rich natural resources that lie under its sea 
and soils. According to the Economist Intel- 
ligence Unit, agriculture alone could attract 
up to $3.8 billion in investment in the next 
few years, something that will improve liv- 
ing standards for rural families that earn 
their livelihood from the land. 

There is also scope for agribusiness 
growth, which can add value to harvests 
by processing the fruits and vegetables 
produced on farms. The Agromoz projects 
in Nampula and Zambezia Provinces, which 
cover an area of 148,000 acres, are one of 
the first developments to introduce more- 
efficient methods to obtain higher yields 
from Mozambique’s fields. 

Much of Mozambique’s land not under 
cultivation, including the 1,670 miles of 
Indian Ocean coastline, is also worth a 
closer look. The country has almost unlim- 
ited potential for tourism. Most of the 
money that tourists bring to the region 
stays in locals’ pockets, and many of those 
visitors are spending in non-urban areas, 
where a dollar goes a lot farther. 

“We created the Ministry of Tourism in 
2000,” says Carvalho Muaria, the current 
minister of tourism, “and we now have a 
national policy, tourism law and Mozam- 
bique’s Strategic Tourism Plan. There are 
many pillars, including promotion and mar- 
keting, to really attract investors. We have 
a very favorable foreign investment policy: 
You can transfer profits, and there are fis- 
cal incentives and waived custom fees. This 
creates a good environment and attracts 
more people.” 

“Tourism is already contributing around 
5.6% of Mozambique’s GDP, which is more 
than was expected,” notes Hiuane Abacar, 
the director of the Mozambique Tourism 


Authority (INATUR), “and tourism is also 
playing a role in unifying Mozambicans.” 

Set up in 2008, INATUR works in sync with 
the Ministry of Tourism to promote develop- 
ment of the industry, including marketing 
specially designated areas and attracting 
new investment to the sector. It also carries 
out research, grades tourism establishments 
and trains local industry professionals. 

“We developed a tourism strategy for 
Mozambique,” Abacar says. “The goal is 
to have 4.6 million tourists a year by 2020. 
We persuade people to come see what we 
cannot describe. Our unique selling oppor- 
tunity is the combination of beaches and 
bush with culture.” 

While Mozambique may have a long 
way to go to harness all its potential, it has 
already taken the first steps toward devel- 
oping a diverse, dynamic economy that pro- 
vides inclusive opportunities. With limitless 
scope in a range of sectors, Mozambique is 
well prepared for a new wave of growth. & 
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SECOND ACTS 


BIG AMBITIONS 


Boston Scientific cofounder John Abele has built a second career as a philanthropist, 
venture investor and tinkerer, all in pursuit of another “change the world” idea. 


BY ASHLEA EBELING 


ohn Abele, cofounder of Boston Scientific, a pioneer 
developer of medical devices and a former member 
of The Forbes 400, leaves his front door with its 
dragonfly knocker unlocked. He welcomes me into 
the unpretentious frame house he and his wife, Mary, built 
ona knoll of Meach Cove Farms, a 1,000-acre Shelburne, Vt. 
property they bought in 1997. The picture windows frame a 
rolling landscape planted with maple trees and organic soy- 
bean and hay, leading down to a half-mile of Lake Champlain 
waterfront, with the Adirondack Mountains in the distance. 
A breeze sets off dolphin-shaped chimes in the great room. 

Looking comfortable in a blue open-collar shirt, khakis 
and low Merrell hikers with no socks, Abele settles into an 
overstuffed flower-upholstered armchair. But he’s not relax- 
ing for long. 

Since retiring from Boston Scientific in 2005, the now 
77-year-old Abele has engaged in a busy second career of 
philanthropy, venture investing and tinkering—with every- 
thing from a $1,300 DJI Phantom 2 Vision drone helicopter 
that he uses to take aerial pictures of the farm to a 9,878-panel 
solar installation. He uses his Cessna Citation Excel jet to hop 
between student robotics competitions, live surgical dem- 
onstrations, board meetings, charitable events and the farm, 
a condo in Harvard Square, his conference center outside 
Toronto and a home on Anna Maria Island in Florida. 

Packed bookshelves everywhere attest to his eclectic and 
voracious interests. “I enjoy eco-thinking,” says Abele, who 
double-majored in physics and philosophy way back when at 
Amherst. He got in the habit of deep thinking as a kid, when 
he spent three years in and out of a hospital in a body cast 
recovering from osteomyelitis. He peppers his conversation 
with big ideas and questions he himself is constantly trying to 
answer, such as “How do you change culture?” 

Changing the culture of medicine is what made Abele 
rich. He and Boston Scientific cofounder Peter Nicholas 
enlisted doctors willing to be early adopters of steerable 
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catheters and stents, and built a marketing plan around col- 
laboration to get others in medicine to accept these radical 
innovations. Now he’s applying the lessons he learned and 
wealth he earned in the medical device industry to other 
areas, including education and alternative energy. Whether 
investing or donating, he is always pushing for connections 
and collaborations that just might lead, through hard work or 
serendipity, to some break-the-mold idea. 

“I can be a Yoda,” Abele says. “A Yoda can go in and 
be the honest broker and challenge others in a way that 
humbles them.” 

Abele’s push into philanthropy began soon after Boston 
Scientific went public in 1992, making him rich. “Holy sh-t! 
How am I going to prevent my kids from getting screwed 
up?” he remembers thinking. Always the researcher, he 
sought out the advice of Peter Karoff, who through his 
Philanthropic Initiative in Boston, was one of the first to 
begin coaching the wealthy on how to give. How much is 
Abele worth now? He won’t say. FORBES estimated his 
fortune at $1.5 billion in March 2008, based on his Boston 
Scientific stock, which he started selling later that year. 
Abele says he purposely moved assets into trusts and private 
investments, where they’d be hard for FORBES to find. “I’ve 
worked very hard to undo myself from the 400, thank you.” 

But he did, after some prodding, share a few other more 
meaningful numbers: Through the Argosy Foundation, 
which he founded in 1997, he and his wife and their three 
children have given well over $100 million in grants to 
hundreds of nonprofits, and he expects at least another $300 
million, and possibly a lot more, to go to the foundation. His 
daughter, Jeneye, who shares Abele’s environmental pas- 
sions, serves as Argosy’s chief executive. 

One bit of advice from philanthropic tutor Karoff that 
Abele decided to ignore was to focus on a narrow set of 
causes. That’s just not his style. Instead, he sees his broad 
curiosity as an asset—he likes to push talented people from 
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Jeffrey Gundlach xcz:s, 
FOUNDER, DOUBLELINE CAPITAL 
INDISPENSABLE WISDOM: Discipline beats emotion 
NICKNAME: The King of Bonds 


CRYSTAL BALL CRED: Publicly called the mortgage- 
securities crash in 2007 


MONEY QUOTE: “When you're in a major market 
downturn, the beta eats the alpha.” 


FUNDAMENTALS: After being unceremoniously fired 
from the $12 billion TCW Total Return Bond Fund 

in 2009, Gundlach got his revenge by founding 
DoubleLine Capital, which is now more than four 
times bigger than his old fund, with $50 billion in 
assets. A Dartmouth philosophy and math maior, 
Gundlach is a big thinker with a bloodless, contrarian 
approach who doesn’t fall in love with his positions: 
“You have to be able to abandon your old friends.” 


INVEST LIKE GUNDLACH: Buy his DoubleLine Core 
Fixed Income Fund or Emerging Markets Fixed 
Income Fund. He’s also bullish on the U.S. dollar, 
which you can play using PowerShares DB US Dol- 
lar Index ETF. 
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different areas together, believing that is how breakthroughs 
happen. “If I’m going to support something financially, I want 
to help them do it better,” Abele says, adding that he tells 
those who run programs he funds: “There’s good news and 
bad news. You get the grant, but I come with it.” 

Abele is so committed to cross-disciplinary collabora- 
tion that he bought Meach Cove Farms intending to build a 
retreat there for corporate leaders, scientists and educators 
to meet. When that plan was sidelined by what he derides as 
the “Socialist Republic of Vermont,” he bought a conference 
center on the cheap outside of Toronto and rechristened it 
Kingbridge to fulfill his vision. For-profit Kingbridge pays for 
itself, he says proudly. 

While he spreads his money widely, certain charities are 
clear favorites. One is FIRST, a robotics competition program 
for grade and high schoolers that he particularly likes because 
it leverages his money with volunteer work by local engi- 
neers. He’s the second-biggest individual donor after FIRST 
founder Dean Kamen (the inventor of the Segway), who in- 
troduced him to it two decades ago. “Calling him a supporter 
is like calling the canyon a rut,” says Kamen. “He’s one of our 
early visionaries.” 

As chairman from 2002 to 2010 Abele helped build 
FIRST’s network of corporate sponsors and university 
partners. This year he flew to eight competitions around the 
country, often with potential donors on board. “ ‘You have to 
come to the Super Bow] of science and technology?” Kamen 
says he tells prospective supporters. “They’ve never heard of 
it. Then you say, ‘Why don’t we put you ona plane with John 
Abele?’ Who wouldn’t be happy to spend a little time with 
John Abele? Then the event sells itself.” 

A newer education favorite is Olin College of Engineer- 
ing, the less than two-decade-old school outside Boston that 
teaches through a project-based collaborative approach. He 
sits on its president’s council and recently gave $1.3 million for 
a faculty exchange program to spread Olin’s methods. “He’s 
one of the few people who I think lays awake at night worrying 
about the state of education and what he can do about it” says 
Richard Miller, Olin’s president. Abele is planning a July trip 
to Cisco to check out its experimental virtual presence tools. 
“The virtual can expand the capacity to exchange” he says. 

Back in Vermont Abele is engaged in multiple environ- 
mental projects. He helps neighboring Shelburne Farms, a 
nonprofit “working” farm that aims to educate visitors on the 
economic realities of sustainable farming, with its land stew- 
ardship fund, its farm-to-school lunch project and succession 
planning. “They may get Meach Cove Farms eventually—with 
strings attached,” he says. 

The town assessor values Meach Cove Farms at $15.6 mil- 
lion, but Abele’s vision is what’s most valuable. He is focused 
on making the farm financially self-sustaining and leases 
acreage to a vintner and to organic farmers, among others. We 
hop into his Subaru Outback wagon to see the most recent ad- 
dition to the farm: 15 acres holding 9,878 solar panels that pro- 























































vide enough electricity to power 385 average Vermont homes. 
He sells the green power to the local utility and brags that his 
solar farm provides a 15% return on investment, besides being 
of social value and fun. “The fun is being the first in the neigh- 
borhood and occasionally being the first of the first” 

Another renewable energy project is more speculative. 
Abele has a USDA grant to explore burning grasses as fuel. 
He leases one of his barns to Renewable Energy Resources 
to use as a test facility and monitors experiments densifying 
grasses into pellets and burning them in a wood chip boiler. In 
one case RER helped a Pennsylvania school that was burning 
60,000 gallons of oil a year convert to biomass, saving it $700 
a day in fuel bills. “Who knows? It might lead to something,” 
Abele says. The big idea: local sourcing and generation. 

“For John it’s not about the money, it’s about how to use 
resources for positive impact,” says Alec Webb, president of 
Shelburne Farms. “If the rest of the 1% had the values and at- 
titudes he has, that would bode well for the future,” he adds. 

Indeed, Abele sees his life’s work, including Boston Scien- 
tific with its medical advances, as all in the service of what he 
calls “for-profit philanthropy,” and he rejects the notion that 
for-profit ventures are intrinsically less honorable than not- 
for-profit ones. His venture investments, he points out, are in 
potential “change the world” businesses. Among them: Joule 
Unlimited, a bioenergy company that converts waste CO, into 
fuels (it’s way ahead of algae products, he says); Knowledge- 
hook, a Canadian company developing a “next generation 
learning” Web tool for teachers to interact with students 
online; and Tal Medical, which is developing a device that 
uses magnetic stimulation to treat depression. 

He’s had hits and misses, he says. One winner: Abele was 
an early investor (and on the board of) Color Kinetics, which 
pioneered the use of colorful but energy-saving LED lights to 
illuminate everything from the Empire State Building to hos- 
pital rooms. Abele himself installed Kinetics’ rainbow-colored 
lights in a sanctuary he had built on the farm, All Souls 
Interfaith Gathering, run by his wife, Mary, a pastor. Kinetics 
was acquired by Philips in 2007 for $791 million. 

At gatherings with his three children and eight grand- 
children (ages 1 to 14) Abele is the kid who loves to show 
off his gadgets. Among his latest toys: a thought-controlled 
helicopter (he swears it works). He drops Terrafugia’s flying 
car and Ray Kurzweil’s artificial brain project for Google into 
his stream-of-consciousness conversation. “I’m a nonlinear 
thinker,’ he says. 

Despite his still packed schedule, Abele acknowledges 
signs that he is aging. A bad hip and limp have forced him to 
give up tennis and windsurfing. “T’'ll have to have an exoskel- 
eton developed,” he jests, climbing up the stairs into a hayloft 
turned archive in an old barn on the property that stores 
35 years’ worth of Boston Scientific ephemera, devices that 
made it to market and those that didn’t. He nostalgically picks 
up aremote-controlled steering catheter—a relic from his first 
big change-the-world act. @ 





best BEST A VICE EVER 


William F. Sharpe sce: 0 


COFOUNDER, FINANCIAL ENGINES 
INDISPENSABLE WISDOM: Understand risk 


STOCKHOLM CALLING: Shared the 1990 Nobel Prize 
in economics with mentor Harry Markowitz and Chi- 
cago’s Merton Miller for his capital asset pricing model 


MONEY QUOTE: “Some investments do have higher 
expected returns than others. By and large they’re 
the ones that will do the worst in bad times.” 


FUNDAMENTALS: His best-known academic work 
illustrates the relationship between risk and ex- 
pected returns. The famous “Sharpe ratio” gauges 
whether portfolio gains are the result of a manag- 
er’s investment skill or excessive risk-taking. Pro tip: 
There isn’t a lot of “skill” out there. 


INVEST LIKE SHARPE: Model your expected returns 
to your risk tolerance using probabilistic Monte 
Carlo simulations. If you don’t have the math chops 
for that, use Vanguard’s simple retirement-nest-egg 
calculator (vanguard.com/nesteggcalculator) to 
gauge asset allocation choices, and buy low-cost 
diversified index funds and ETFs. 


JUNE 30,2014 FORBES | 155 


PROMOTION | ECONOMIC DEVELOPMENT 











un 


1 ibraltar has served as the gateway 
, to the Mediterranean for centu- 

ries, and it is a preferred entry 
ae point to the European Union 
(EU). It provides access to a market of 520 
million, and to North Africa—with Morocco 
less than 10 miles away—across its famous 
strait. A British Overseas Territory since 1713, 
Gibraltar not only benefits from a legal sys- 
tem inherited from the United Kingdom, but 
is home to a unique mix of cultures at a stra- 
tegic meeting point of civilizations. 

The Rock, as it is commonly known, is 
an economic powerhouse in its own right, 
founded on financial services, e-commerce 
communications, maritime services and 
tourism. Gibraltar’s GDP grew by 35% in the 
last five years, ranking it among the top ten 
economies by GDP growth worldwide, and 
the government is looking beyond its tradi- 
tional European markets to cultivate closer 
business relationships with Bermuda, Hong 
Kong, South Africa and the U.S. 

As part of their effort to increase links 
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with potential international partners, Chief 
Minister Fabian Picardo and Deputy Chief 
Minister Dr. Joseph Garcia visited Washing- 
ton, D.C., this March. While there, they met 
with representatives of the U.S. Department 
of Commerce and the American Chamber 
of Commerce, which collaborated to launch 
the Gibraltar-American Chamber of Com- 
merce (AmCham) earlier in the month. 
Under Picardo’s pro-business leadership, 
Gibraltar is one of the simplest and safest 
places to establish and operate a company 
in Europe. More than 18,000 companies 
are currently registered, paying corpora- 
tion tax rates of just 10%. But Gibraltar is no 
tax haven. Since 2009, it has figured on the 
Organization for Economic Cooperation 
and Development's (OECD) white list of 
territories that follow international stan- 
dards for exchanging fiscal information. 
This May, the U.S. and Gibraltar signed 
an intergovernmental agreement (IGA) 
to improve international tax compli- 
ance. Based on effective infrastructure for 

















automatic information exchange, both 
governments will lend mutual assistance in 
tax matters, with the goal of implementing 
the U.S.’s Foreign Account Tax Compliance 
Act (FATCA). 

“Gibraltar is totally transparent, in terms 
of taxes, with the main economies around 
the world,” Chief Minister Picardo points 
out. “We have tax-information agreements 
with the U.S. and all other members of 
the EU. We have extended the OECD’s tax 
information and exchange information 
with all the signatories of the multilateral 
convention.” 

Some 30,000 residents live within Gibral- 
tars tiny 2.5-square-mile territory, but the 
population swells by over a third every day 
as some 10,000 people cross the border to 
go to work. While the unemployment rate 
in the surrounding area of Spain is 35%, 
Gibraltar has a jobless rate of just 2.5%, in 
addition to a highly educated, skilled and 
multilingual workforce, making it a great 
place to live and do business. 
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A Successful Formula for 
Investment 


Last June, in his second budget speech as 
Chief Minister, Picardo revealed that Gibraltar’s 
economy surpassed $2 billion, driven by strong 
growth in its financial services and online gam- 
ing industries. The winning combination of his 
government's staunchly pro-business stance 
and a dynamic and diversified private sector is 
paying rich dividends to all stakeholders. 

“We have developed banking, insurance and 
online gaming extensively, so investment has 
come,” explains Deputy Chief Minister Joseph 
Garcia. “Some of the largest gaming companies 
in the world are based in Gibraltar. They are here 
because we have a system of regulation that is 
second to none. We have been very successful in 
attracting investment to the extent that we can 
choose who we let in. We want only the best.” 

Gibraltar Minister of Financial Services and 
Gaming Albert Isola is a busy man, but in the 
next few months he will truly have his work cut 
out for him. “There is a whole slew of legislation 
we are introducing to improve our financial ser- 
vices’ framework,” he says. “This is being done 
in partnership with the private sector—listening 
to what they need products to do, and ensuring 
they are OECD and EU compliant.” 

Gibraltar is “situated at one of the main 
crossroads of world trade,” says Manuel Tirado, 
Deputy Captain of the Gibraltar Port Authority. 
Minister for Tourism, Commercial Affairs, Public 
Transport and the Port Neil Costa believes that 
“it is the most competitive and reliable port in 
the Mediterranean. We are promoting the port 
as a maritime hub where customers receive 
cost-effective services from leading maritime 
industry operators.” He adds that with a new air 
terminal, Gibraltar has excellent air services, and 
is working hard to sustain and expand them. Mf 





Why Gibraltar? 


Prime location 
+ Direct access to Europe and Africa, the 
Mediterranean Sea and the North Atlantic 
Ocean 
+ Able to distribute competitively priced VAT- 
free goods and services to the markets of the 
EU and Africa 


Booming economy 
« GDP: $2.07 billion; GDP growth: 7.8% 
- GDP per capita (PPP): $65,027 
Low costs 
- A quality, low-tax jurisdiction with a profit- 
oriented capital base 
« Benefits from EU membership 
- Corporate tax rate: 10% 


Demographics 
+ Total population: 30,001 
+ Annual visitor arrivals: 11,787,015 
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Q&A With Gibraltar’s 
Honorable Chief Minister, 
Fabian Picardo 


Gibraltarian by birth, Fabian Picardo 
studied iaw at Oxford University 
before returning home to join a lead- 
ing law firm. A founder of the Gibraltar 
National Party, he joined the Gibraltar 
Socialist Labour Party (GSLP) in 2003 
and became a member of Parliament 
the same year. He assumed the party's 
leadership in 2011, before leading 
the GSLP to election victory and his 
appointment as chief minister of a 
coalition government that December. 


Following the global financial cri- 
sis, we are starting to see trade and 
employment recovering. How has 
Gibraltar fared? 


In the years that the world was going 
through the worst of the crisis, Gibral- 
tar was weathering the storm quite 
well. Growth in our economy Is actu- 
ally ahead of what you might find 
anywhere else in Europe, and of the 
type that you might see in some Asian 
economies. Of course, we are dealing 
with a small economy, so it is easier to 
weather a storm as long as we ensure 
that the robust parts of what makes 
Gibraltar tick remain strong, even in 
times of economic crisis. 


What have been your main chal- 
lenges to date as chief minister? 


It was important that we change the 
government from one that was an 
obstacle to business to a fast-moving, 
dynamic institution that facilitates 
business and makes decisions like a 
private-sector body when it needs to. 
Our private-sector partners required 
us to produce better value for the 
money. | think taxpayers and the 
voters, who are the shareholders of 
Gibraltar, are entitled to demand the 
same of me and of my fellow ministers. 


That sounds like a private-sector 
mentality, no? 


We have an eye on the bottom line. We 
need to make it easy to do business. 
We need to make sure we maximize 
employment. We need an educated 
population. These are things you 





would be looking at if you were CEO 
of a multinational corporation, and 
they should also be things | look at as, 
in effect, the CEO and the Chairman 
of Gibraltar PLC—transparency and 
accountability to our shareholders, the 
electors of Gibraltar. 


How would you describe 
Gibraltar’s workforce? 


Gibraltar has fantastic human capital. 
In 1988, we made a groundbreaking 
decision to finance any university 
degree for every Gibraltarian. Our 
opponents said it would bankrupt 
Gibraltar, but it has produced the 
greatest bank of workers in Europe. We 
are able to turn our skills to any sec 
tor and provide a workforce for any 
international company that may want 
to come. And we are not afraid of com- 
petition; we have a job market open to 
the 520 million people in the EU and 
grant work permits very liberally. That 
has served Gibraltar well, because we 
have learned from those who come 
from outside, in terms of both work 
ethic and skills. 











VINTAGE WINE 





CSI: Bordeaux 


Michael Egan helped solve a 
multimillion-dollar wine fraud 
mystery last winter involving 
billionaire Bill Koch. Now the 
Wine Detective is sniffing out new 
counterfeit cases. 


BY RICHARD NALLEY 


Crime Scene: A warehouse in Boston. Inves- 
tigator: Michael Egan, working Fraud out of 
Bordeaux. Temperature: Carefully climate- 
controlled to a comfortable 55 degrees. 

The Boston affair was the first high-profile 
assignment for Michael Egan—dubbed “The 
Wine Detective” by the New York tabloids 
when, last December, he helped the FBI break 
the U.S’ biggest wine counterfeiting case—and 
it was a doozy. Tech entrepreneur Russell Frye 
of Frye Computer Systems had put a portion of 
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his collection up for sale through Sotheby’s in 
New York in 2006. Billed as “The Magnificent 
Cellar of Russell H. Frye,” it rang up $7.8 mil- 
lion, at that time the second-highest total ever 
for a Sotheby’s wine auction. From Frye’s point 
of view there was just one massive, bloated fly 
in the decanter: the estimated $3 million of his 
other wines Sotheby’s had shied away from. 
The bottles that greeted Egan in Frye’s Bos- 
ton storage facility were beyond trophies. The 
assemblage included, among other extreme 
rarities, an 1811 Chateau Lafite, three bottles 
of 1847 Chateau d’Yquem and two magnums 
of 1921 Chateau Pétrus. Though he wasn’t 
told which wines Sotheby’s had refused, Egan 
rather quickly realized that Frye had a big 
problem: All of those bottles, and many others 
purchased from the same source, were fakes. 
“They just didn’t look right,’ Egan remem- 
bers now. And he would know. By the time 
he launched Bordeaux-based Michael Egan 
Fine Wine Expert in 2005, the British-born 
Egan had already put in 24 years at Sotheby’s 


Buyers and cellars: 
Michael Egan estimates 
that $100 million of 
rare wine sold today is 
counterfeit. 
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Throughout life, every milestone 
presents its own unique set of 
challenges. Our Relationship Managers 
will take the time to really get to know 
your specific situation, to understand 
your needs, and provide preferential 
access to the best offers and services 
from HSBC Premier. Every transition 
comes with opportunity. HSBC Premier 
will be there for all of them. 
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in London, rising to become a director of the 
wine department and responsible for round- 
ing up bottles for sale from the Continent. “I 
was traveling around France, Belgium, Germa- 
ny and Holland looking at these magnificent 
family cellars that hadn’t been moved since 
the 1920s or even earlier,” he says. “It was a 
great way to see how the patina of age would 
affect a label over time and what real bottles 
would feel like and look like.” 

Not so much like Frye’s bottles, unfortu- 
nately. One immediate red flag: Those mag- 
nums of 1921 Pétrus. Egan had come across 
similar bottles before—and refused them— 
at Sotheby’s; they had become something of 





Sour grapes: William Koch holds a magnum of fake 1921 Pétrus; right, a 


counterfeit and a genuine bottle of 1961 Pétrus. 


a calling card for the notorious German bon 
vivant and alleged wine counterfeiter Hardy 
Rodenstock, who was then being sued in 
New York. One of Rodenstock’s famous 1921 
Pétrus magnums had scored a perfect 100 
from the world’s leading wine critic, Rob- 
ert Parker. But for Egan the wines presented 
a wee problem: Pétrus didn’t bottle any mag- 
nums in 1921. And even if some of its wine- 
merchant customers who bought the wine 
in barrel had actually filled magnums—and 
there was no record of that, either—where 
were all these bottles suddenly coming from? 
Egan soon began pulling suspect wines 
from Frye’s collection and breaking them 
down by component parts. Some of the labels, 
he realized, were photocopies that had been 
distressed—as he puts it, “scuffed in a weird 
way you wouldn’t see in normal cellaring” 
Though the photocopies were expertly done, 
under his jeweler’s loupe the letters were re- 
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vealed as pixilated, as from a laser printer. By 
the time he was done, Egan had identified 30 
very expensive fake wines in Frye’s collection. 

There are no even vaguely reliable numbers 
compiled on the value of bogus fine and rare 
wines that change hands every year (as op- 
posed to the industrial-scale counterfeit bot- 
tling of more commonplace wines said to take 
place in the Far East). Egan’s ballpark estimate 
is around $100 million. But most of them go 
undetected, or unprosecuted, partly because, 
as Russell Frye discovered, “it takes very deep 
pockets to pursue someone who is selling fake 
products.” (For that reason Frye ended up set- 
tling out of court with the vendor who sold 
him the ersatz bottles.) 

Unfortunately for several 
big-time wine counterfeiters 
and the auction houses and 
retailers that sold their bot- 
tles, that deep-pocketed 
someone arrived on the 
wine scene: billionaire Wil- 
liam Koch. Koch’s estimate 
of the size of the counterfeit- 
ing market tops Egan’s (“My 
out-of-the-air estimate,” he 
says, “is that several hundred 
million dollars’ worth of 
fake wine is being sold every 
year”), which is bad enough 
in the abstract, but it came 
home to him personally. “I 
bought a lot of fake wine at auction—that’s 
where I got most of it—but I’ve even bought 
fake wine at charity auctions! I’ve been given 
fake wine as a present.” 

This rubbed Koch the wrong way. Very 
wrong: He has now spent, by his estimate, more 
than $30 million pursuing wine fraudsters. As 
he says, “It just bugged me that there was this 
code of silence. The auction houses and the re- 
sellers don’t want to know it’s fake because they 
are making a gross margin, and then when the 
collectors get it they don’t want anyone to know 
they have fake wine because it devalues their 
cellar—they want to dump it, get rid of it” 

When he began to have doubts about a large 
consignment of dazzling rare wines bought 
through Zachy’s in New York, Koch turned to 
Egan to break “the code.” And the Wine Detec- 
tive went to work: “I told him, sorry, but all the 
wines you’ve shown me are fake.” 

There were bottles with wrong corks—a 
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chateau name printed in the wrong direction— 
and doctored labels (a glue expert would later 
determine that some had been attached with 
Elmer’s). Remembers Koch, “Michael used his 
superb access to the chateaux to get harvest 
records, which were very useful. [For example] 
I had bought seven or eight magnums of Cha- 
teau LaFleur 1947, and it turned out there were 
only five ever bottled!” 

Looking on in the Cape Cod courtroom 
were spectators watching Egan’s testimo- 
ny with uncommon interest: agents from the 
FBI and lawyers from the Southern District 
of New York’s U.S. Attorney’s office. They 
soon contacted Egan and put him to work on 
a made-for-the-tabloids counterfeiting case. 

In what appears in retrospect an impos- 
sible-to-miss echo of the Hardy Rodenstock 
scandal in Germany, a man with a hazy, un- 
verifiable past—in this case an Asian expat 
named Rudy Kurniawan—burst onto the 
scene with a bottomless trove of wines no 
one even knew still existed. A charmer with 
an authentically impressive palate, Kurni- 
awan, like Rodenstock, established himself by 
throwing astounding, bacchanalian tastings 
at his own expense. And once again the wine 
establishment—Robert Parker, Burghound’s 
Allen Meadows and many others—joined in 
the chorus of praise. 

Kurniawan had pulled off some very public 
coups—including a $25 million auction sale— 
and perhaps untraceable numbers of private 
sales to collectors by the time the FBI raided 
his Los Angeles home in 2012. The raid net- 
ted, among other smoking guns, 20,000 fake 
wine labels and a cache of empty top-end 
wine bottles that Kurniawan had bought from 
sommelier friends, some of them marked right 
on the glass with the formula he would blend 
in them to fabricate the original wine. 

As Egan quickly realized, the man was a stu- 
dent of the art: “This was a very sophisticated 
operation. He had actually scanned the original 
importer’s back labels from, say, the 1950s and 
1960s, and had those printed professionally.” 
But even the cleverest criminals trip themselves 
up. Egan’s sleuthing discovered, for exam- 
ple, that the label on a bottle of 1929 Roumi- 


er Bonnes-Mares bore an all but imperceptible 
watermark (“Concord”) that he traced to an In- 
donesian printing company established in 1983. 

At the trial last December that ultimately 
convicted Kurniawan of fraud, Egan was able 
to draw on his years of experience to verify 
that, on various assignments, he had person- 
ally examined and determined to be fake 1,077 
bottles of wine attributable to Kurniawan. 
The 267 bottles the FBI had seized from his 
home or rounded up from other sources— 
all of them fakes, Egan testified—were only 
the tip of an otherwise invisible iceberg. As 
Egan puts it, in regard to the market in gener- 
al: “There is a lot of fake wine about, and a lot 
that has yet to come to light.” 

Which means a full caseload for the Wine 
Detective, who has clients—collectors, wine 
merchants, law enforcement, auction houses, 
restaurants, casinos, hotels and law firms— 
from France to Macau and Singapore. Re- 
cently Egan helped confirm a Danish wine 
magazine’s suspicions that two high-flying 
wine impresarios were actually refilling the 
same ultraexpensive bottles for the clients 
of their exclusive White Club tastings. “The 
beauty of my job,” he says, “is that I do not 
know what’s coming next. I can be looking 
at stocks belonging to merchants or auction- 
eers, as with all the litigation concerning fake 
wine they now must do their due diligence. 

I can be checking a few bottles that people 
bring to me, or I can be looking at wines on 
behalf of a potential buyer.” 

This summer, as Egan awaits the unfold- 
ing of a major U.S. case—and potential trial—in- 
volving counterfeit Burgundy and Bordeaux, he 
will be doing authentication work for a client in 
Asia, checking bottles in Europe and wrapping 
up his inspection of an American cellar. 

Meanwhile Russell Frye has done his 
part to combat wine fraud, too, establishing 
a Web-based clearinghouse for information 
about fraud called WineAuthentication.com. 

But as he says, “We are happy to answer 
questions and give opinions. But if someone 
really needs an evaluation, I will send ate 





them to Michael Egan and tell them 
to pay his fees.” 

















FINAL THOUGHT 


*K 


162 | FORBES JUNE 30,2014 














“Wine ts constant proof that God loves us and 
loves to see Us happy.” —BENJAMIN FRANKLIN 
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| ANEW FASHION 

| SITE LETS SHOPPERS 
| CUSTOMIZE 

| DESIGNER CLOTHING 


For every woman who has 

+ ever wanted to channel her 

| inner Chanel, there’s a new 

| e-commerce site that’s a 

| perfect fit. Tinker Tailor 

4 (tinkertailor.com), which 

+ launched in mid-May, allows 

+ shoppers to customize 

designer fashion—or create 

| their own designs out of whole 

} cloth. Launched by Aslaug 

+ Magnusdottir, the Icelandic 

} fashion maven who cofounded 

| Moda Operandi, Tinker Tailor 

~ has partnered with dozens of 

) labels—including Marchesa and 

) Rodarte—to produce exclusive 

+ garments and permit customers 
+ to alter the designs much in the 

| same way sneakers, T-shirts and 

} other mass-market items can 

) be customized. Shoppers can 

) personalize color, length, fabric, 

| even silhouette. Prices range from 
| $3,000 to $13,000; items arrive 

} in about six weeks. Similarly, * 
+ customers can use the site’s 3-D 
} tools to design their own apparel. 
Collections from Alberta Ferretti 

} and Vivienne Westwood were 

} recently added to the site and, 

| who knows, perhaps one day 

| from a customer’s own stylish 

} imagination. 
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His most prized possession is a shirt POTUma aes signed. But as an executive in 
magazine publishing, he had to wear a suit and tie. He loves Clapton He loves The Stones. 


Now, instead of ad rates, he gets to talk about music everyday. It was a no-brainer 





We are creating a band of success-driven individuals to bring 
the most exciting new business concept to your community. 
With an affordable franchise fee, you can get started today. 
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Top Franchisers Offer a Great Fit for Veterans 


BY MICHAEL RONEY 


The nation’s most successful franchisers recognize that military veterans offer the discipline, leadership and tenacity neces- 
sary to succeed in business. And that’s why, as proud members of the International Franchise Association's VetFran initiative, 
they recruit and support vets with financial assistance, training and career mentoring. Leading examples include: 


Kahala Brands: 

Franchiser of national brands such 
as Cold Stone Creamery®, Blimpie®, 
Johnnie’s NY Pizzeria® and others, 
Kahala offers veterans a 50% dis- 
count on all initial franchise fees. 


Liberty Tax: 

Named one of the Forbes “Top 20 
Franchises for the Buck,” Liberty Tax 
has prepared over 10 million individual 
returns. It provides discounted financ- 
ing and marketing programs for vet- 
erans, with special support when they 
are called up for guard or reserve duty. 


Mosquito Joe: 
Providing a positive career transition 


20% of our f 


through extensive training and 
support in a fast-growing business, 
Mosquito Joe is getting a great recep- 
tion from vets, who also benefit 
from a $2,500 franchise fee discount. 


Outdoor Living: 

The home of Archadeck Outdoor 
Living, Outdoor Lighting Perspec- 
tives, Mosquito Squad and Renew 
Crew counts over 20% of its franchi- 
sees as retired or active duty mem- 
bers of the military, and offers them 
significant franchise discounts. 


ServiceMaster Clean: 
This purveyor of essential cleaning 
services for businesses and homes 


hisees are retired or active duty members _ 


of the Armed Forces. Why? Our four exciting business 4 


opportunities 
but help them 


“I think Outdoor Living Brands offers a great future home for 
veterans, Much like in the military, the structure and foundation 


have already been established in their franchises. By simply 
following the business outlines provided and maintaining those 


aforementioned traits, any veteran should become successful 


in this system.” 


Roger Faulkner 
Retired US Marine Corps 


OUTDOOR LIVING BRANDS" 


Live WELL 
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has been ranked by G./. Jobs maga- 
zine in the top 10% of all franchise 
businesses nationwide for veterans, 
with a 15% discount off the 
franchise fee. 


Shane’s Rib Shack: 

What started in a tiny little shack 
outside of Atlanta has grown to 
become the model of fast, casual 
BBQ ribs, chicken and pork. The 
company gives a $10,000 fran- 
chise fee discount to all veterans. 


It all adds up to opportunity, sup- 
port, reliability and success—a great 
fit for veterans looking to achieve 
their personal and career goals. 


Design & build stunning 
outdoor spaces 


OUTDOORLIGHTING 
ES 


® 


PLE RiseP SiC Tay: 


Illuminate home exteriors 
& outdoor landscapes 


RENEW CREW 


Clean & protect any outdoor surface 


MOSQUITOSQUAD’ 


Eliminate mosquitoes & ticks 


Learn more at OutdoorLivingBrands.com/olb-veterans 
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Franchise Opportunities Available 
866.452.4252 « www.kahalamgmt.com 





BLIMPIE 


America’s Sub Shop 
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This is not an offer of a franchise nor is any communication directed by or for Kahala Franchising, L.L.C. (or its agents) to the residents of any jurisdiction that requires registration of a franchise before it is offered 
and sold in that jurisdiction. No franchise will be sold to any resident of any jurisdiction until the offering has been exempted from the requirements of, or duly registered in and declared effective by, such 
jurisdiction and the required Franchise Disclosure Document has been delivered to the prospective franchisee before the sale in compliance with applicable law An offer of a franchise can only be made by a 
Franchise Disclosure Document. The Franchisor is Kahala Franchising, LL.C., 9311 E. Via de Ventura, Scottsdale, Arizona 85258. 





8.0835_ ©2014 Kahala Franchising, L.L.C. All trademarks referenced in this document are the property of Kahala Franchising, L.L.C. 
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Now, take command of your 
future with a second career 
in franchise ownership. 


Call 800-230-2360 
or visit 
ownafranchise.com 


e Low investment 
e Financing available 
e Military discount 





© 2013 ServiceMaster 
Residential/Commercial 
Services L.P. All rights reserved. 


Get started today! 
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Our track record proves it, every day 

° One of the lowest store closure rates in the franchise industry 
® Built exclusively for multi-unit ownership 

® Manager run/semi-absentee model 

® Strong unit economics as detailed in our item 19 

* Industry leading, mature, same store sales growth 

* 20% franchise fee discount for qualified veterans 
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“America’s Best and Worst Franchises” - Forbes Magazine, June 16, 2014 
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~ Own Your Future. 
Speed Matters. Take ownership 
as a Liberty Tax franchisee now. 


Partner with a nationally recognized brand that is 
changing the industry. Our unparalleled customer 
service and creative marketing combine to get you 
on the fast track. Go with a Liberty Tax franchise, 

the fastest-growing tax company in the industry. 


¢ Seasonality 
e Low Investment 
e Turn-Key System 


© John Hewitt - Most Experienced CEO 
in the Tax Industry 





888-494-0599 LibertyTaxFranchise.com 





Top 50 Franchise I AX 
2013 Franchise Sotintection Award 
perc: SERVICE 
More information about 
Liberty Tax is just a SmartPhone 


scan away. Enjoy! Minnesota state franchise number F-4418 and F-3918 Gilibertytaxfranchise _ libtaxfranchise 
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SENIORS Fielping SENIORS® 


We're looking for a few good hearted entrepreneurs. 


Join a unique franchise that talks about love, 
the purpose of life and has an equally strong focus 
on bottom-line profit. 




























Receive substantial rewards for 
your heart and for your wallet. 


¢ Help seniors live independently in their own 
homes by matching them with other loving, 
caring, compassionate seniors. 





* Provide non-medical services such as light 
housekeeping, grocery shopping and 
companion care. 


e Serve one of the fastest growing groups = 
the Boomers, and the neediest — Seniors. 


e Easy startup backed by our 
experience in management and — 
marketing expertise, 





© Be part of a strong community of 
like-minded social entrepreneurs. 





Discover a great franchise partn 
E-mail us or call us today! 


Zt 








www.seniorshelpingseniors.com 


(014 Seniors Helping Seniors. Each office is independently owned and operated. 
All trademarks are registered trademarks of Corporate Mutual Resources Inc. 
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What You Might Not Know About Annuities 

Could Come Back To Haunt You 

Before you put your hard-earned money into an annuity, or if you already own one, please 
call 1-800-695-5929 for a special report, Annuity Insights: Nine Questions Every Annuity 
Investor Should Ask. Written with Forbes readers in mind, it could help save you hundreds of 
thousands of dollars and untold financial heartache. 


The vast majority of annuities are really complicated insurance policies that make it very 
difficult to fully understand the implications and unintended consequences. And once you 
buy into an annuity, it can be a very difficult and potentially very costly investment decision 
to reverse. That’s why it is vital you “look before you leap” and ensure that you have “your 
eyes wide open” before you purchase an annuity. And if you already own an annuity, this 
free report is just as valuable as it can help you sort out the good, the bad and the ugly 
aspects of annuities. 


What You'll Learn From This Free Report 
e The different types of annuities and the advantages and disadvantages of each 
e Why annuities can be complex to understand 
e What you need to ask an annuity salesman when evaluating his product 
e The inflation risk, tax implications, estate planning considerations and typical annuity fees 


Don’t Be Lulled By The Soothing Sound Of Guaranteed Income 

Sure, guaranteed income, free from market volatility, has a lot of appeal, especially for people 
approaching or in retirement. But that guarantee can cost you big in commissions, fees, 
surrender charges, taxes and other costs. Plus, locking in a guaranteed income stream that 
doesn’t take into account inflation can seriously erode the value of your cash flow. In our 
report, we'll show you how buying or staying in the wrong annuity could literally cost you 
hundreds of thousands of dollars in fees and lost opportunities. 


Stuck In An Annuity? 

Because people often regret their annuity decision, Fisher Investments has helped many 
investors extract themselves from annuities. In fact, if you have a portfolio of $500,000 or 
more, we may rebate some or all of your annuity surrender penalties. Rebates average over 
$13,000.* Please call for details and to see if you might qualify. 


About Fisher Investments 

Fisher Investments is a money management firm serving successful individuals as well as 
large institutional investors. With over $54 billion” in assets under management and with a 
track record of over 25 years in bull and bear markets, Fisher Investments uses its proprietary 
research to manage money for prudent investors. 





If you own an annuity or if 


someone is trying to sell you 
one, I urge you to call for your 
free report. Annuities can lock 
you into low returns, complicate 
your tax situation, tie up your 
wealth and hit you with high 
fees. If you have an annuity, 
my team can help you decide 
if it is right for you. And if it 
isn’t, we might be able to help 
you get out of it and even help 
you offset some of the annuity 
surrender fees.* 


This free report could save 
you from making one of the 
biggest investment mistakes 
of your life. And for owners 
of annuities, the free analysis 
could be a life saver. 


Ken Fisher 


— CEO and Co-Chief Investment 
Officer, Fisher Investments 


— Forbes “Portfolio Strategy” 
columnist for 29 years 


— Author of 10 financial 
books, including four 
New York Times bestsellers 


} Kass) pasa) liiesd) (ines eee) eee) oem em mani) noel) meet) need, sews, (need) sed) eee: sees. ies ew) em) eae) See et ee eee ot 


WINS 


Insights Please hurry! This offer contains time-sensitive information. 1 


= 2 ; EX | 
Led bs 
ome 
ti 





©2014 Fisher Investments. 5525 NW Fisher Creek Drive, Camas, WA 98607. 
Investments in securities involve the risk of loss. *Rebates are for investors who 
liquidate an annuity with surrender penalties and fund a Private Client Group 
account. Average rebates from August 2011 to September 2013 were $13,227. 
Terms and conditions apply. See www.AnnuityAssist.com/ Terms-and-Conditions 
for further information. **As of 3/31/2014. 


Call today for your FREE report! 
1-800-695-5929 Ext. A6os 
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Try GorillaTrades Risk aan ola Days. 
» Go to gorillatrades.com/fb TODAY! 
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Boston Marathon Champion 
NYC Marathon Champion 
Olympic Silver Medalist 
ElliptiGO user since 2012 


THE fer vwts MANOR ey: NST TEE: 
Tuesday, July 22, 2014 - Nashville, TN 


PROPERTY FEATURES 


*Gated Forest Hills estate home Feng Shui design. 
. . . . . \S 
in a private setting just minutes 


‘ f * State-of-the-art home theater, 
from downtown Nashville. 


billiards room, casino room & 
¢ Deluxe master suite with his arcade. 
and hers bathrooms, 7 guest 


* Luxurious pool with built-in 
suites, 10 bathrooms. 


spa, fountains & guest house. 
i Custom oe eae Call Us For A Property Brochure 
reminiscent of old wor : 
ore 877-562-8229 


European craftsmanship. www.GRANDEsTATESAUCTION.COM Get yours today: elliptigo.com 


Broker: Laura W. Baugh, TN 00264753 
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The United States Gold & Silver Reserve Vault 
Facility today announces what could be the final 
release of U.S. government-issued gold coins 
previously held in The West Point Depository/U.S. 
Mint. For a limited time, U.S. citizens will have the 
opportunity to purchase these $5 government-issued 
gold coins for the incredible at-cost price of only 
$140.00 per coin. An amazing price because these 
U.S. government-issued gold coins are completely 
free of dealer markup. That’s correct—our cost. 
This may be your final opportunity to buy U.S. 
government-issued gold coins at this price. Gold, 
which is currently around $1,300 per ounce, is 
predicted by experts to have the explosive upside 
potential of reaching up to $5,000 per ounce in the 
future. Please be advised: Our U.S. government 
gold inventory will be priced at $140.00 coin while 
supplies last or for up to 30 days. These coins may 
sell out. Call today! United States Gold & Silver 
Reserve will release these U.S. government-issued 
gold coins at cost on a first-come, first-served 
basis. Orders that are not immediately received or 
reserved with the order center could be subject to 
cancellation and your checks returned uncashed. 
Good luck. We hope that everyone will have a 
chance to purchase this special U.S. government- 
issued gold at this price because it could be going 
to $5,000 per ounce. Order immediately before our 
vault sells out completely! Special arrangements 


Um PFOVCITINETIAS 
can be made for gold purchases over $50,000. 3. Gass fe 





AUTHORIZED BY CONGRESS: 


By Executive Order of Congress Public Law 99-185, 
Americans can now buy new government-issued 
gold. Congressionally authorized United States gold 
coins provide American citizens with a way to add 
physical gold to their portfolios. Gold American 
Eagles are made from solid gold mined here in 
America, struck at the U.S. Mint at West Point, 
and produced with a U.S. dollar denomination, 
making them legal tender United States gold coins. 
They are highly liquid, easily transportable, and, 
unlike paper assets, Gold American Eagles have 
a tangible value you can feel each time you hold 
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Brican W-agle Gold Coins 





PUBLIC LAW 99-185 


your own gold. Though no one, including United 
States Gold & Silver Reserve, can guarantee a gold 
coin’s future value will go up or down, numerous 
experts are predicting gold to reach $5,000 per 
ounce. Now is the time to consider converting part 
of your paper assets into gold. United States Gold 
& Silver Reserve has a limited supply and urges 
you to make your vault reservations immediately. 
Call a Senior Gold Specialist at 1-888-465-3413 
to start your gold portfolio and begin protecting 
your wealth today. If you’ve been waiting to 
move your money into gold, the time is now. 


DO NOT DELAY - LIMITED SUPPLIES AVAILABLE! 


GOVERNMENT-ISSU AB eee oe 


‘THE MARKETS FOR COINS ARE UNREG 
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VAULT CODE: FOR7-140 


Call Toll-Free 7 Days a Week: 


1-888-465-3413 


MASTERCARD ° VISA ¢ AMEX ¢ DISCOVER 
CHECK ° BANK WIRE ¢ ACH 





© 2014 United States Gold & Silver Reserve 
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| hits 100 00% cotton 
wrinkle- free . easy care “ 
4 collar styles _ - 


e button or french cutis. 


regular, big & tall or trim a 
14 4 S210 207 Gr 





plus, add this 
pure silk tie for 
just $19.95 


reg $62.50 
blue, red, green, black, 
purple, orange 


Paul Fredrick 


paulfredrick.com/best 
800-309-6000 


"FREE EXCHANGES. new customer offer only. specify promotional code XAMSER 
limit 4 shirts. shipping extra. not combinable. expires 8/31/14. 
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“For as long as there has been a stock market, 
some people whose stocks went down instead of up 
have accused Wall Street of robbing them.” 


| ON 


“Never accept conventional 
wisdom when it comes to finance. 






















For Busy Business Men If others keep failing, why do you 
2 | want to follow them?” 
Jucuty-fice cents —ZIAD K. ABDELNOUR 
| This Is 
/’ @®), THE Measuring “Why then did you not put my money 
iy eee nee 
yy Prosperity —LUKE 19:23 


“Just as the boom accelerated 
the rate of growth, so the crash 
enormously advanced the rate of 


When Will the Bull discovery.’ 
Market Collapse? —JOHN KENNETH GALBRAITH 


Busses vs. Street 
Cars—The Outlook 


eee ae An investment in knowledge 


pays the best interest.” 
OCTOBER 15, 1928 —BENJAMIN FRANKLIN 
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—LYLE LOVETT 
of life has been accompanied by some new development in ; Pes 
construction. The history of construction (including structural art The haves enjoyed is ideas of 
and structural science, architecture and engineering) is the history a perfect view of the ee 
eye ier, O 
of human progress, of what we call civilization’ market; the have-nots Neher comecriiee 
never saw the market —_a good time never 
at all.” coincide.” 
OTHER THOUGHTS FROM THAT ISSUE: —MICHAEL LEWIS —P.G. WODEHOUSE 
“There can 
never be a dictator in the United States. Editors have queer ideas, however, and “MI fi 
one of them has asked me to outline some of the things a business statesman oney amplines our tendency to 
might do, ifhe were made a sort ofan American Mussolini.” overreact, to swing from exuberance 
“Germany’s phantom war vessel, the when things are going well to deep 
former battleship Zaehringen, which sails the seas faultlessly without a depression when they go wrong.” 


single man aboard, has made a trial trip and proved a complete success. To 


prevent sinking the ship contains a large cargo of cork.” ENIATL FERGUSON 





SOURCES: GOODREADS.COM; GOOGLE BOOKS; FLASH BOYS BY MICHAEL LEWIS; BARTLEBY.COM. 
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Read the story behind our performance. 
100% of T. Rowe Price Retirement Funds beat their 5-year Lipper average as of 3/31/14 





T. Rowe Price Retirement Funds are 
low cost so your investment goes further. 


How smarter research helps us find opportunity. 


A few times a year, T. Rowe Price media and telecom analysts get together with college students 
and have pizza. Not because our analysts are interested in pizza consumption, but because they’re 
always on the lookout for new media and technology habits of “early adopters.” Our analysts’ 
pizza get-togethers help us find insights into technology trends that are ahead of the curve, 
leading to better investing decisions. That dedication to more thoroughly researching investment 
opportunities is just one reason 100% of our Retirement Funds beat their 5-year Lipper average. 
Past performance cannot guarantee future results. 


Visit our website to learn more about our funds and determine whether they are right for you. 


TRowePtice fis 


troweprice.com/retirementfunds | 1.866.586.0099 INVEST WITH CONFIDENCE 


Request a prospectus or summary prospectus; each includes investment objectives, risks, fees, expenses, and 
other information that you should read and consider carefully before investing. 

The principal value of the Retirement Funds is not guaranteed at any time, including at or after the target date, which is the approximate 
year an investor plans to retire (assumed to be age 65) and likely stop making new investments in the fund. If an investor plans to retire 
significantly earlier or later than age 65, the funds may not be an appropriate investment even if the investor is retiring on or near the target 
date. The funds’ allocations among a broad range of underlying T. Rowe Price stock and bond funds will change over time. The funds 
emphasize potential capital appreciation during the early phases of retirement asset accumulation, balance the need for appreciation with 
the need for income as retirement approaches, and focus on supporting an income stream over a long-term postretirement withdrawal 
horizon. The funds are not designed i a lump-sum redemption at the target date and do not guarantee a particular level of income. The 
funds maintain a substantial allocation to equities both prior to and after the target date, which can result in greater volatility over shorter 
time horizons. *Based on cumulative total return, 12 off, 12 of 12, 12 of 12, 9 of 9, and 2 of 3 (67%) of the Retirement Funds for individual investors outperformed their Lipper average for 
the 1-, 3-, 5-, and 10-year and since-inception periods ended 3/31/14, respectively. The Retirement 2010, 2020, 2030, 2040, and Income Funds began operations on 9/30/02; the 2005, 2015, 
2025, and 2035 Funds began operations on 2/29/04; the 2045 Fund began operations on 5/31/05; and the 2050 and 2055 Funds began operations on 12/31/06. (Source for data: Lipper Inc.) 


T. Rowe Price Investment Services, Inc., Distributor. RDFT082151 
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